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PREFACE 

Tbe  four  addreMes  reproduced  in  this  volume 
were  delivered  under  the  auspices  of  tbe  Com- 
patriots' Club  in  the  course  of  tbe  last  month. 
With  the  exception  of  the  third  address,  tbe 
latter  part  of  which  I  have  since  somewhat 
expanded,  they  are  substantially  in  the  form  in 
which  they  were  first  given.  I  am  fully  con- 
scious of  the  defects  uf  that  form,  of  the  inevit- 
able repetition  and  diffuseness  involved.  But  I 
felt  that  any  attempt  i\i  rearrange  my  notes  and 
to  deal  more  systematically  and  fully  with  tbe 
great  economic  problems  of  which  these  addresses 
only  touch  the  fringe,  would  mean  launching 
out  upon  a  voyage  of  mcmths,  perhaps  of  years. 
That  some  one  should  make  that  voyage  is,  in- 
deed, a  pressing  need  of  tbe  time.  We  shall 
arrive  at  no  good  constructive  work  until  we 
have  armed  ourselves  with  sound  constructive 
theory.  Scattere^l  elements  of  such  a  theory 
may,  perhaps,  be  found  in  tbe  following  pages, 
whose  primary  object,  however,  has  been  to  help 
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to  clear  the  field  of  that  great  edifice  of  false 
and  sophistical  theory-  which,  seriously  dilapi- 
dated though  it  be,  still  cumbers  the  ground, 
obscures  our  vision,  and  paralyses  our  con- 
structive efforts. 

L.  S.  A. 
The  Temple, 

Juiie  17,  1906. 


More  than  two  years  have  passed  since  the  above 
was  written.  In  that  time  the  movement  for  a 
reform  of  our  absurd  fiscal  system  has  made  pro- 
digious strides  in  popular  favour.  But  the  need 
for  basing  the  policy  of  Tariff  Reform  broadly 
and  permanently  on  a  sound  foundation  of 
economic  theory  still  remains  unsatisfied.  Under 
the  circumstances  I  feel  less  hesitation  than  I 
should  otherwise  have  done  in  issuing  a  new 
edition  of  a  work  which,  however  imperfect,  may 
yet  in  some  small  measure  supply  that  deficiency. 
I  realise  more  than  ever  the  shortcomings  of  this 
little  volume,  its  diffus?ness  on  some  points  and 
excessive  compression  on  others,  its  alternate 
triteness  and  obscurity.  But,  except  for  bring- 
ing a  few  figures  up  to  date,  I  have  not  attempted 
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to  rewrite  it,  unci  prefer  to  trust  to  the  kindneM 
of  my  readem  to  diten tangle  for  themielTet  from 
this  very  iuude<|uate  presentment  the  main  ideas 
which  I  have  endeavoured  to  bring  out,  and 
which  must,  I  believe,  underlie  any  sound  theory 
of  nutioual   economics. 

L.  8.  A. 
The  Tbmplb, 
>v<w.  4tk,  1908. 
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FALLACIES  OF  FREE  TRADE, 


THE   INDIVIDUALIST  FALLACY. 

Brpo&b  entering  upon  the  actual  discussion  of 
the  mutters  which  will  form  the  subject  of  the 
four  addresses  I  have  undertaken  to  deliver  I 
ought  perhaps  to  explain  the  reasons  which  led 
me  to  select  the  somewhat  abstract  and  theoreti- 
cal topic  indicated  by  my  title.  I  think  that 
is  all  the  more  necessary  as  I  may  be  thought 
guilty  of  unwarranted  presumption  in  intruding 
upon  the  hallowed  domain  of  the  professional — 
and  professorial — economists  of  the  orthodox 
school.  To  justify  myself  to  you  I  want  to  make 
it  clear  that  in  yenturing  to  examine  and  criticise 
the  theoretical  foundations  on  which  Free  Trade 
rests  and  to  prove  their  weakness,  I  do  not  wish 
to  set  myself  up  as  a  nrofessional  economist,  but 
have  a  purely  practical  end  in  view,  namely,  the 
helping  forwara  of  the  great  causes  of  Imperial 
unity  and  social  reform  which  the  Compatriots' 
Club  exists  to  further.  In  fact,  I  must  avow 
that  my  object  in  asking  you  to  rise  with  me  to 
the  higher  regions  of  pure  theory  is  not  only  to 
improve  and  elevate  your  minds,  but  also  to 
encourage  you,  if  I  can,  to  plunge  with  renewed 
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oonTiction  and  increased  effectiveness  into  the 
fray  of  everyday  politics. 

Nothing  has  struck  me  more  in  the  course  of 
the  fiscal  controversy  than  the  failure  of  the 
majority  of  Tariff  Keformers,  even  the  most 
eminent,  to  "comer"  their  adversaries  to  anjr 
real  effect.  We  have  produced  enormous  quanti- 
ties of  facts  and  figures,  which  wo  no  doubt  con- 
sider should  prove  with  absolute  conviction  to 
any  unprejudiced  mind  that  the  present  economic 
condition  of  the  country  under  Free  Trade  is 
thoroughly  unsound,  and  that  a  change  on  the 
lines  we  advocate  could  only  be  beneficial.  Never- 
theless we  have  failed  to  produce  the  impression 
we  ought  to  have  produced.  The  reason  is  that 
we  have  not  sufficiently  realised  that  the  mind  of 
the  public,  especially  of  the  educated  public,  is 
not  unprejudiced.  We  have  got  to  remember 
that  the  mind  of  the  ordinary  educated  English- 
man is  dominated  by  certain  theoretical  assump- 
tions and  arguments  which  have  become  in- 
grained in  it  as  the  result  of  generations  of 
repetition.  These  constitute  a  powerful  barrier 
against  conversion,  and  it  is  to  these  that  the 
Free  Trade  orator  appeals  with  a  force  that  no 
mere  facts  or  statistics  can  shake.  Unless  w© 
can  tackle  those  prejudices  and  expose  their 
emptiness,  unless  we  can  meet  false  theory  with 
true  theory,  we  shall  make  no  real  progress. 

Hitherto  we  have  done  very  little  to  expose  the 
fundamental  fallacies  on  which  all  our  opponents* 
arguments  are  based.  Indeed,  so  ingrained  are 
these  fallacies  amongst  us  that  Tariff  Reformers 
often  base  their  own  arguments  upon  them,  and 
habitually  allow  their  opponents  to  use  tliem  un- 
challenged.    Even  our  most  distinguished  leaders 
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go  out  of  their  way  to  pay  lip-ierrico  to  the 
Uiaory  of  Froe  Trade.  They  declare  Free  Trada 
to  be  ideally  deeirable,  though  perhaps  impractic- 
able in  the  preeant  tUte  of  the  world;  they 
profeet  a  Tague  aapiration  for  universal  Free 
Trade;  they  deem  Free  Trade  to  be  right  in 
theory  but  unworkable  in  practice.  That  to  my 
mind  ii  a  faUl  attitude.  Free  Trade  sixty  yeara 
ago  may  have  been  a  successful  practical  oolicy, 
at  any  rate  from  the  narrowly  commercial  point 
of  view ;  we  may  even  admit  tnat  it  was  not  very 
far  removed  from  being  a  sound  policy.  Bui 
Free  Trade  was  then,  as  ii  was  in  Adam  Smith's 
time  seventy  years  before,  and  is  to-day,  funda- 
mentally unsound  as  a  theory.  It  is  based  upon 
assumptions  contradicted  by  all  the  teachings  of 
history,  by  the  whole  nature  of  man,  and  by  the 
structure  of  human  society.  It  is  demonstrated 
by  arguments  arising  largely  from  a  confusion 
ox  ideas,  and  sometimes  from  nothinp^  less  than 
sheer  verbal  quibbling.  Its  logic,  its  psycho- 
logy, its  sociology,  its  history,  are  all  equally 
fallacious  and  absurd. 

This  may  seem  a  bold  assertion  in  view  of  tho 
unquestioned  authority  which  the  exponents  of 
the  orthodox  school  of  economics  have  held — 
in  this  country  at  least — for  over  a  century,  of 
the  assurance  with  which  they  have  treated  their 
shallow  generalisations  as  the  last  word  of 
abstract  science,  and  of  the  autocratic  arrogance, 
unquestioning  and  unquestioned,  with  which 
they  not  only  trampled  upon  all  opposition,  but 
silenced  the  voice  of  criticism  so  completely  that 
the  great  majority  of  Englishmen  to  this  day 
have  scarcely  realised  that  the  Free  Trade  theory 
has  ever  been  criticised  at  all.     I  speak   from 
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my  own  experience  when  I  Bay  that  only  a  few 
years  ago  in  our  schools  an(l  universities  the 
young  iaea  was  as  eflPectually  sheltered  from  the 
blasts  of  economic  heresy  as  is  the  mind  of  any 
young  Catholic  priest  in  his  seminary  from 
heresy  in  matters  of  religion. 

Nor  has  the  raisine  of  the  practical  issue  of 
Tariff  Reform  seriously  aflfected  the  attitude  of 
the  theorists.     The  manifesto  issued  by  fourteen 

Srofessors  against  Mr.  Chamberlain  in  the  early 
ays  of  the  present  controversy  was  in  its  ponti- 
fical arrogance  a  worthy  example  of  the  palmiest 
days  of  Kicardo  and  MacCulloch.  As  a  typical 
instance  of  the  orthodox  attitude,  I  should  like. 
to  quote  to  you  a  short  passage  from  a  little  book 
on  the  Free  Trade  movement  recently  published 
by  Mr.  Armitage-Smith,  one  of  the  illustrious 
fourteen,  a  volume  whfch  has,  I  believe,  afforded 
consolation  and  furnished  helpful  instance  to 
many  a  doubting  Free  Trader: 

The  doctrine  of  Free  Trade  is  a  principle  which  is  as 
incontrovertible  as  the  law  of  division  of  industry  of 
which  it  is  an  example ;  it  stands,  when  understood,  a 
truth  like  those  of  physical  science,  on  the  solid  basis  of 
established  fact.  There  is  no  room  for  doubt  or 
suspended  conviction  on  the  point  that  a  nation,  like 
an  individual,  ^rows  richer  bv  producing  the  com- 
modities which  it  is  best  qualified  to  produce  and  by 
purchasing  with  these  what  it  is  less  able  to  produce. 

What  I  shall  endeavour  to  show  is  that  the 
Free  Trade  theory  is  neither  true,  nor  scientific, 
nor  based  upon  solid  facts,  nor  even  logically 
derived  from  its  own  premises. 

To  begin  with,  the  historical  circumstances 
attending  its  origin  are  such  as  to  cast  consider- 
able suspicion  on  its  scientific  character.     Great 
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MM  were  the  abilities  and  insight  of  the  author  of 
the  *'  Wealth  of  Nations,"  no  one  could  honeetlj 
deecribe  Adam  Smith  as  an  impartial  scientist. 
He  was  emphatically  a  partisan  and  an  advocate, 
and  his  whole  work  is  instinct  with  the  spirit  of 
political    controTersj.    The    principles    of    Free 
Trade,   which  he  was  the  first  to  expound — at 
least  on  the  lines  that  secured  such  world-wide 
adhesion — were  not  deductions  derived  naturally, 
and  as  it  were  incidentally,  from  his  unbiassed 
researches;    on  the  contrary,  it  would  be  much 
nearer  the   truth  to  say  that   the  '*  Wealth  of 
Nations  *'    was    written,    and   classical    political 
economy   invented,   with   the  express  object  of 
proving  Free  Trade.    Adam  Smith's  work  was  an 
attempt  to  justify  in  the  domain  of  economics, 
which  had  hitherto  seemed  to  contradict  it,  the 
fashionable  political  philosophy  of  the  day,  the 
philosophy  best   known   as   that  of  laisser  faire 
individualism.     Quesnay  and  the  French  physio- 
crats had  already  attempted  to  do  so,  but  Adam 
Smith    realised    the   inadeouacy   of   their   effort 
and  set   himself  to  better  it.     The  "  Wealth  of 
Nations  '*  was,  one  might  almost  say,  a  definite 
attempt  to  meet  a  pre-existing  demand,  and  the 
enormous  success  wnich  it  attained  forthwith  all 
over  Europe  shows  how  well  it  met  that  demand. 
The   theory   of  laitier  faire  individualism   as 
the  guiding  principle  of  statecraft  has  lonff  since 
fallen  into  discredit.     As  lon^  as  it  remained  a 
mere   protest    against   the   mis-govemment  and 
regimentation  of  the  ameien  rigime  in  the  country 
of  its  origin  it  wore  a  certain  air  of  plausibility. 
But  viewed  as  a  positive  principle  its  absurdity 
is  at  once  manifest.     It  is  contrary  to  the  whole 
teaching   of  history,    it    is    the   nc^ition    of   the 
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whole  meanine  and  essence  of  human  society,  the 
denial  of  all  law  and  nil  morality.  Anarchy  is 
its  only  logical  conclusion.  Even  in  the  sphere 
of  economics  the  principle  of  laisscr  faire  and 
of  unrestricted  individualism  has  largely  been 
thrown  by  the  board  where  social  questions  or 
the  relations  of  employer  and  employed  are  con- 
cerned. It  is  only  in  matters  of  international 
trade  and  the  State  encouragement  of  industry 
that  it  has — in  this  country  at  least — survived  in 
its  full  vigour. 

This  connection  with  an  otherwise  discredited 
theory  does  not  in  it«elf  prove  Free  Trade  to  be 
wrong.  But  it  does  warrant  our  scrutinising  it 
carefully,  and  asking  if  it  is  adequately  sup- 
ported either  by  concrete  historical  evidence  or 
t>y  abstract  arguments  absolutely  conclusive  in 
themselves  apart  from  particular  prepossessions 
in  favour  of  a  general  theory. 

In  the  domain  of  sociological  activity  historical 
inquiry  plays  the  part  that  experiment  and  veri- 
fication do;  in  that  of  physical  science.  The 
orthodox  political  economy  was,  and  is,  frankly 
and  wholly  unhistorical.  In  the  eyes  of  many 
modern  thinkers  that  fact  alone  would  be  suffi- 
cient to  invalidate  its  conclusions.  Adam  Smith 
did  indeed  make  occasional  references  to  the  past 
in  support  of  his  views;  their  inaccuracy  and 
disregard  of  facts  were  long  ago  exposed  most 
convincingly  by  List.  In  a  subsequent  address 
I  shall  endeavour  to  show  how  completely  the 
lessons  of  history,  and  of  English  history  in  par- 
ticular, contradict  the  conclusions  derived  by 
Free  Traders  from  their  abstract  analysis  of 
economic  processes.  For  the  present  it  will  be 
more  consistent  to  follow  Adam  Smith  and  his 
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diiciplM  on   their  own   Hum,    and   to  tost   the 
Taliaity  of  their  analysis  and  of  their  logic. 

The  striking  thing  about  the  orthodox  analysis 
of  the  economic  process  is  that  it  is  almost  wholly 
an  analysis  of  industrial  or  commercial  opera* 
tions  from  the  point  of  riew  of  the  indiridual. 
Nowhere  is  there  any  consistent  attempt  to 
analjTie  these  operations  riewed  collectively  or  in 
the  mass.  The  charge  has  often  been  mwught 
•gainst  the  classical  school  by  the  Protectionists, 
from  List  downwards,  that  theirs  was  no  political 
economy  but  a  cosmopolitan  economy ;  that  they 
i^ored  the  existence  of  nations  and  national 
rivalry,  and  that,  by  implying  universal  Free 
Trade  and  permanent  peace  in  their  preliminary 
assumptions,  they  haa  practically  oegged  the 
question  they  professed  to  be  proving.  There  is 
considerable  force  in  the  charge,  but   I   would 

Itrefer  to  say  that  the  logical  defect  of  the  school 
ay  not  so  much  in  ignoring  the  existence  of 
nations  in  their  analysis  as  in  ignoring  the  exist- 
ence of  the  community,  whether  that  community 
be  a  state  or  even  the  whole  of  mankind  regarded 
as  an  ideal  republic.  In  other  words  their 
analysis  regarded  the  actions  of  men  as  unrelated 
individuals  only,  and  disregarded  their  aspect 
as  the  actions  of  component  and  mutually  inter- 
acting elements  in  a  community  whether  large 
or  small.  This  would  not  have  signified  if  they 
bad  also  confined  the  conclusions  drawn  from 
their  analysis  to  individuals;  and,  indeed,  as  far 
as  their  conclusions  have  an  individual  bearing, 
they  are  often  interesting  and  suggestive.  The 
text-books  of  the  orthodox  political  economy 
ought  certainly  to  prove  a  profitable  study  for 
any  business  man  as  long  as  he  applies  their 
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conclusions  to  his  business  or  to  private  business 
in  general. 

But  unfortunately  a  leading  object  of  the 
classical  economists  was  to  influence  national 
policy  in  certain  directions,  and  consequently 
they  were  continually  framing  conclusions  as  to 
the  right  course  of  action  for  the  community  or 
the  Government.  These  conclusions  were  almost 
invariably  based  on  the  assumption  that  the 
economic  activities  and  interests  of  the  com- 
munity are  simply  the  sum  of  the  activities  and 
interests  of  the  individuals,  or,  at  least,  that 
what  is  true  of  the  one  is  true  of  the  other.  They 
entirely  ignored  the  vital  fact  that,  owing  to  the 
interaction  of  individuals  within  the  community, 
the  activities  and  interests  of  communities  have 
a  quite  different.,  character  from  those  of  the 
individuals  composing  them,  and  that  the  same 
object  or  the  same  action  has  an  entirely  different 
value  and  significaijce  according  as  it  is  regarded 
from  the  individual  or  from  the  public  stand- 
point. This,  indeed,  is  the  fundamental  fallacy 
which  in  many  forms  and  many  aspects  pervades 
almost  every  one  of  their  arguments. 

I  am  afraid  I  may  have  failed  to  make  my 
meaning  perfectly  clear,  but  I  am  very  anxious 
that  I  should  be  clear,  because  the  point  is  one 
essential  to  the  comprehension  of  the  subject. 
Perhaps  the  best  thing  I  can  do  is  to  illustrate 
it  bv  one  or  two  simple  instances.  Supposing  A 
steals  a  sovereign  from  B.  From  the  point  of 
view  of  A  that  is  pure  gain,  a  direct  addition  of 
material  wealth.  From  the  point  of  view  of  the 
community,  of  which  they  are  both  members,  it 
is  merely  a  question  of  the  transference  of  a 
token    of    value    from    one    pocket    tg    another. 
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There  is  no  direct  gmin  of  any  tort,  and  no  doubt 
an  indirect  Iom  in  lo  far  at  stealing  discourages 
industry.  Or  take  another  instance — if  A  pro- 
duces an  article  of,  say,  10s.  value,  and  sells  it 
to  B  for  £10;  from  the  individual  point  of  view 
of  A  there  is  £9  10s.  clear  profit.  B,  too,  hat 
0m  htfpolkui  got  what  he  wanted,  and  is  therefore 
also  the  gainer.  But  it  does  not  follow  that  the 
community  has  made  a  profit  of  £9  10a  and  mora. 
From  the  public  point  of  view  the  only  gain  lies 
in  the  production  of  the  article  itself,  and  A*8 
profit  is  simply  a  matter  of  transfer  between  one 
member  of  the  community  and  another. 

Now  if  I  were  to  maintain  that  a  community 
in  which  each  man  lived  by  picking  his  neigh- 
bour's pockets  or  by  swindling  him  handsomely 
was  in  a  flourishing  condition,  the  absurdity 
would  be  manifest  at  once.  Yet — owing  to  its 
failure  to  distinguish  between  the  individual  and 
public  aspect  of  economic  activities,  to  the 
assumption  that  tho  individual  profit  is  the  public 
profit  and  the  individual  loss  the  public  loss — 
a  very  great  part,  if  not  the  whole,  of  the  reason- 
ing of  Uie  orthodox  political  economy  is  based  on 
no  better  logic  than  this,  though  perhaps  not  so 
crudely  expressed.* 

*  A  physical  parallel  to  the  error  of  practical  logic 
which  underliea  most  of  the  orthodox  eoonomics  woald 
bo  aomo  auch  OMicluaion  aa  that  the  motion  of  a  dumb 
ia  the  aum  of  the  motion  of  ita  particlea,  without  re^trd 
to  the  tnter-action  of  tho  particlea.  Or  to  take  aa 
inatanoe  where  the  fallacy  ia  conreyed  in  the  uae  of  words 
whoae  aigniAeaiion  in  indiridual  caaea  ia  not  the  aame 
aA  thoir  aigniioatkm  when  looked  at  from  a  wider  point 
of  view :  ** «  man  can  atand  equally  upright  on  hia  feoi 
in  auT  part  of  the  world;  therefore  tne  earth  muat  be 
flat,  tor  if  it  were  a  aphere  people  in  New  Zealand  woald 
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In  the  light  of  the  distinction  between  the 
public  and  individual  aspects  of  any  action  let  us 
now  look  at  the  general  argument  for  laister 
/aire  in  economic  matters  as  expounded  by  the 
orthodok  school.  Their  argument  runs  roughly 
thus :  "  The  individual  must  understand  his  own 
interest  better  than  any  Government  can  under- 
stand it  for  him — especially  in  so  complicated  a 
matter  as  commerce  or  industry.  Therefore  *' — I 
am  largely  using  Adam  Smith's  own  language — 
**  in  the  obvious  and  simple  system  of  natural 
H  liberty  every  man  is  left  perfectly  free  to  pursue 
his  own  interest  in  his  own  way — as  long  as  he 
.does  not  violate  the  laws  of  justice — and  the 
result  of  his  actions  will  be  for  the  greatest  good 
of  the  public.  He  is  led  by  an  invisible  hand  to 
promote  an  end  which  was  not  part  of  his  inten- 
tion. The  sovereign  on  the  otner  hand  is  com- 
pletely discharged  from  a  duty  in  attempting  to 
perform  which  he  must  always  be  exposed  to 
innumerable  delusions  and  for  the  proper  per- 
formance of  which  no  human  wisdom  or  know- 
ledge can  ever  be  sufficient,  the  duty  of  super- 
intending the  industry  of  private  people.'* 

But  is  the  sum  of  individual  interests  really 
identical  with  the  public  interest?  Adam  Smith 
presumably  tries  to  cover  such  an  instance  as 
that  of  theft  which  I  gave  just  now  by  saying 

be  walking  about  like  flie^  with  their  feet  up  and  their 
heada  hanging  down."  The  key  to  the  fallacy  of  course 
is  that  the  "  upright "  position  of  man  means  two  en- 
tirely different  things  according  as  it  is  regarded  from 
the  point  of  view  of  every-day  life  and  of  the  particular 
instance,  or  from  the  point  of  view  of  the  earth  as  a 
whole  and  of  the  theory  of  gravitation.  Free  Trade 
economics  and  flat-earthism  are  both  types  of  the  same 
primitive  form  of  thought. 
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thai  there  mutt  be  no  TioUiion  of  the  lawi  of 
justice.     But  the  qualification  it  quite  illogical, 
and    indeed   on   a   wide   interpretation — i.e.,    by 
labelling  every  action  at  unjust  which  is  against    V 
the  public  interest — might  tn£Bce  to  upset  the    / 
whole  Umser  faif  system. 

But,  apart  from  this,  let  us  take  an  example 
which  a  ffood  many  of  us  may  perhaps  have  come 
aorots.    There  can  be  no  doubt  that  in  a  sort  of 
way  it  is  the  individual  workman's  interest  to 
make  the  best  pojuible  bargain  with  his  employer, 
to  get  the  hignest  possible  wages  and  to  do  the 
least  possible  amount  of  work  in  return.     But 
when    it   is   asserted    that   the   last   named    line 
of  action  is  in  the  interest  of  labour  generally 
(as  it  sometimes   is,  directly  or  indirectly,   by 
those  who  speak  on  behalf  of  labour),  the  fallacy 
at  once  becomes  obvious.     For  what  labour  col- 
lectively depends  on  is  not  wages  but  the  pro- 
duct  of  its   own    industry.     The   less   the  com- 
munity produces  in  eonsequence  of  any  limita- 
tion of  output,   the  less  tne  quantity  of  goods 
available   for   distribution    among   its   memoers, 
and  the  less  the   real   wage  of  the  individual. 
The  same  arguments  hold  good  of  the  employer. 
His  individual  interest  is  to  buy  in  the  cheapest 
and  sell  in  the  dearest  market,  so  as  to  make  the 
largest  profit.     But  the  public  interest  in  indus- 
try does  not  lie  in  the  individual's  profit — which 
viewed  nationally  is  a  mere  matter  of  transfer, 
as  in  the  instance  suggested  of  the  man  who  sold 
a  lOs.  article  for  £lt— but  in  the  total  produc- 
tion,   and   in   the  efficiency   of  that  production 
upon  which  depends  the  employment  and  well- 
being  of  its  citiiens,   manu/acturers  as  well  as 
workmen. 


Fallacies  of  fuee  tradb 

The  bearing  of  this  on  the  practical  Free  Trade 
issue  is  obyious.  A  system  of  trade  may  be  one 
which  at  any  one  moment  offers  the  largest  and 
most  varied  opportunities  for  profit-making  to 
the  individual,  and  yet  may  discourage  national 
industry  and  in  the  long  run  injure  the  very 
individuals  who  may  fancy  that  they  profit  by 
it.  Legislation  in  the  direction  of  putting  pres- 
sure upon  the  individual,  in  order  to  make  his 
interest  coincide  more  nearly  with  the  public 
interest,  is,  therefore,  perfectly  justifiable  alike 
in  the  public  interest  and  in  the  ultimate  interest 
of  the  individuals  who  compose  the  public.  It 
is  that  bringing  into  line  of  public  and  private 
interest  which  is  indeed  the  object  of  all  legisla- 
tion, economic  or  otherwise,  and  the  foundation 
of  morality  and  of  public  life.  That  honesty  is 
desirable  from  the  public  point  of  view  we  all 
admit.  But  that  it  is  also  the  best  policy  for  the 
individual  is  solely  due  to  the  **  artificial  system  " 
of  restraints,  penalties  and  preferences  imposed 
by  law  or  custom  upon  what  in  laisser  faire 
language  we  might  call  the  exercise  of  the 
**  simple  and  obvious  principle  of  natural 
liberty  "  in  matters  of  meum  et  tuum. 

Now  let  us  take  the  other  half  of  the  laisser 
\  faire  conclusion :  that  in  the  complicated  condi- 
'  ^  tions  of  commerce  no  human  knowledge  or  wis- 
dom on  the  part  of  the  State  can  ever  be  sufficient 
for  the  task  of  interfering  to  any  good  purpose 
in  the  industry  of  private  people.  Apart  irom 
the  entirely  unwarranted  assumption  that,  at  all 
times  and  in  all  places,  the  business  ability  and 
insight  of  rulers  is  inferior  to  that  of  the  ruled, 
the  conclusion  is  based  on  the  same  individualist 
fallacy.     We   may    allow   for   the   moment   that 
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the  individual  in  any  particular  §ei  of  circum- 
•tancos  knows  hit  own  interest  beti  ynder  tKom 
nrtumtiomeu.  But  the  circomstancM  may  be  bjr 
BO  means  favourable  to  him,  and  he  has  no  power 
of  altering  them.  The  most  he  can  do  is  to  make 
the  best  of  them.  Now  the  State  cannot  perhaps 
improve  upon  his  perception  of  what  is  best  at 
the  moment  and  under  the  particular  circum- 
stances.  But  it  can  alter  these  circumstances, 
in  so  far  at  least  as  thej  de|)end  on  the  mutual 
relation  and  inter-action  of  its  members. 

Let  me  give  another  of  my  crude  instances. 
A  wayfarer  meets  a  highwayman,  and  is  faced 
with  the  unpleasant  alternative  of  "  Tour  money 
or  your  life.  *  After  debating  a  moment  whether 
he  shall  risk  a  sudden  rush  at  the  man  the  cold 
feeling  of  the  pistol  against  his  forehead  makes 
him  decide  hastily  that  it  is  in  his  interest  to 
pay  up.  It  is  a  decision  which  he  is  much  more 
competent  to  make  than  any  public  authority. 
He  has  done  the  best  for  himself  and  has  bene- 
fited by  saving  his  skin.  The  highwayman  has 
also  f^ained,  for  he  has  got  the  money  without 
the  inconveniences  attending  a  murder  (or 
possibly,  on  another  assumption,  his  pistol  may 
never  have  been  loaded).  On  kutser  faire 
principles  we  ought  to  object  to  any  legislation 
that  would  attempt  to  interfere  with  such  a 
mutually  beneficial  economic  transaction.  None 
the  less  we  all  agree  that  the  effective  suppres- 
sion of  highway  robbery  by  the  State  is  a  benefit 
to  wayfarers  and  to  the  public  generally,  and 
perhaps  even  to  those  who  are  restrained  from 
taking  to  so  precarious  and  speculative  a  trade 
as  that  of  a  nighwayman. 

To  apply  this  conclusion  to  the  practical  issue 
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of  Free  Trade  or  Tariff  Reform  we  may  admit 
that  the  leeislature  cannot  determine  for  a  par- 
ticular trader  at  any  one  moment  which,  is  the 
most  profitable  market  for  him  to  buy  in — home, 
Imperial,  or  foreign — nor  what  goods  it  is  most 
profitable  for  him  to  buy — raw  materials  or 
manufactured  goods.  But  that  does  not  make  it 
impossible  or  necessarily  unwise  for  tlie  State  to 
impose  restrictive  or  preferential  legislation  for 
the  benefit  of  trade  as  a  whole. 

So  far  I  have  dealt  with  the  general  laisser 
faire  argument  in  economics  which  runs  through 
and  underlies  all  the  other  arguments  of  the 
orthodox  school,  and  have  endeavoured  to  show 
that  it  is  simply  the  result  of  ignoring  the  inter- 
relation of  individuals  within  the  community, 
and  of  arguing  from  the  individual  to  the  com- 
munity without  regard  to  the  difference  between 
the  public  and  the  private  point  of  view  which 
results  from  this  inter-relation.  But  the  same 
fallacy  will  on  examination  be  found  to  vitiate 
almost  the  whole  of  the  more  specific  and  con- 
crete arguments  on  which  the  case  for  Free  Trade 
is  founded. 

The  whole  of  the  orthodox  analysis  of  the 
industrial  process,  as  I  have  said  before,  is  an 
analysis  of  the  action  of  individuals  without 
regard  to  their  relation  to  the  community.  The 
different  factors  in  industry  are  consequently 
treated  by  the  writers  of  the  orthodox  school 
solely  from  the  individual  point  of  view,  and  the 
part  assigned  to  them  in  the  chain  of  industrial 
causation  is  determined  by  the  extent  to  which 
they  bulk  in  the  individual  merchants  or  manu- 
facturer's eyes.  But  what  is  important  in  the 
individuaKs   eyes   is  often  comparatively '  unim- 
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portani  from  the  public  point  of  riew,  and  what 
with  the  individual  is  the  prime  and  moving 
cauae  may  from  the  public  point  of  view  be  a 
mere  attendant  circumstance.  Conseouently  the 
method  whicb  attempts  to  explain  tnings  from 
the  individual's  point  of  view  must  fail  wkollj 
to  give  an  adequate  or  intelligible  explanation 
for  any  national  or  political  purpose. 

For  instance,  the  central  anu  supreme  factor 
in  industry  and  commerce  from  the  point  of  view 
of  the  individual  in  a  commercially  developed 
community  is  excbange — buying  and  selling. 
The  whole  motive,  object,  and  end  of  his  activi- 
ties is  the  selling  of  his  wares  or  services 
at  the  highest  possible  price,  in  order  to  buy  at 
tlie  lowest  possible  price  the  commodities  he 
wishes  to  consume  for  his  own  pleasure,  or  the 
materials  and  labour  that  he  requires  for  the 
carrying  on  of  his  bu&iness.  Exchange  conse- 
(]uently  bulks  as  the  central  and  supreme  factor 
in  the  whole  orthodox  treatment  of  economics. 
It  is  the  solid  earth  of  their  economic  system 
round  which  the  sun  and  all  the  lesser  lights  of 
the  firmament  revolve.  But  from  the  national 
point  of  view  exchange  is  a  purely  subordinate 
adjustment  in  the  great  process  of  production 
and  consumption,  advantageous,  no  doubt,  but 
yet  one  which  could  conceivably  be  dispensed 
with  altogether.  The  difference  between  tne  two 
points  of  view  is  as  wide  as  that  between  the 
.Ptolemaic  conception  of  astronomy  which  makes 
^e  earth  the  fixed  centre  of  the  universe,  and 
the  Copernican  conception  which  reduces  the 
earth  to  its  proper  place  in  the  solar  system. 

Again,  from  the  individual  manufacturer's 
point  of  view,  capital  is  the  nif^inspHng  of  in- 
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dustry,  the  starting-point  of  all  things.  It  sup- 
ports* the  labour  employed,  and  the  quantity  of 
that  labour  depends  on  the  quantity  of  the  capital 
and  on  the  rapidity  of  its  replacement  in  ex- 
change; it  can  only  grow  by  saving  out  of 
revenue.  Next  to  exchange  capital  therefore 
figures  with  the  orthodox  school  as  the  great 
engine  which  starts  production,  as  the  great 
store-house  which  feeds  labour,  as  the  great 
reservoir  whose  capacity  limits  the  possibilities 
of  industrial  development.  But  from  the  national 
jMjint  of  view  capital  is  mainly,  as  it  were,  a 
starting  and  lubricating  device,  an  established 
and  efficient  means  of  oiling  the  wheels  of  pro- 
duction. It  is  only  so  much  circulating  medium 
or  credit  which  gives  to  an  individual  power  to 
summon  the  energies  and  technical  activities  of 
other  men  to  co-operate  under  the  guidance  of 
his  own  organising  ability.  That  power  is  purely 
relative  as  between  members  of  the  community ; 
the  real  capital  from  the  national  point  of  view 
are  those  energies  and  technical  activities  and 
that  organising  ability  together  with  the  existing 
stock  of  materials  and  buildings  in  the  country. 
That  national  capital  grows  in  the  main,  not  by 
saving  but  by  exercising.  It  feeds  employer  and 
employed  alike,  not  from  any  fund,  but  from  the 
production  which  that  exercise  creates.  The 
capital  of  the  individual  is  accumulated  wealth. 
The  capital  of  the  community  is  the  accumulated 
knowle<lge,  acquired  skill,  and  perfected  organi- 
sation of  its  citizens,  and  the  full  development 
through  them  of  all  the  productive  capacities 
of  its  territory. 

I  have  given  these  two  instances  because  they 
are  by  far  the  most  important.     Practically  the 
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whole  of  the  concrete  argument  for  Free  Trade, 
the  arfftiment  that  was  used  hy  Adam  Smifhand 
by  Cobdon  in  the  pant  and  that  ia  uAd  by  Mr. 
AsQuith  or  Lord  Aveburr  to-day,  it  based  upon 
tho  fallacies  whicf  arise  from  these  two  false  con- 
ceptions of  rnpital  and  of  exchange.  It  is  with 
these  fallacies  and  their  bearing  on  the  practical 
questions  Wforo  us  that  I  intend  to  deal  in  the 
next  two  addresses. 
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THE   CAPITALIST    FALLACY. 

Last  time  I  dwelt  at  considerable  length  upon 
the  fundamental  error  which  vitiates  the  whole 
conception  on  which  the  classical  or  orthodox 
school  of  political  economy  is  based,  the  error, 
I  mean,  of  assuming  that  the  interest  of  the 
individual  necessarily  coincides  with  the  interests 
of  the  community.  The  source  of  the  error  is 
the  narrow  and  short-sighted  individualism 
which  looks  upon  the  community  as  a  mere 
numerical  aggregate  and  not  as  a  dynamic  com- 
plex; wkich.  forgets  that  a  summation  of  inter- 
acting forces  or  of  conflicting  interests  is  not  the 
liame  thing  as  their  resultant;  which,  fails  to 
realise  that  the  very  meaning  and  signification 
of  terms  change  when  applied  from  the  in- 
dividual to  the  community.  It  is  upon  that 
error  that  the  broad  general  argument  of  laisser 
fofire,  which,  underlies  and  runs  through  the 
whole  advocacy  of  Free  Trade,  is  based.  With 
that  general  argument  for  laisser  faire  I  dealt 
last  time.  I  nee<l  not  cjo  over  the  ground  again, 
and  indeed  it  would  be  merely  forcing  an  open 
door.  The  "  let-alone  '*  policy  as  a  general 
theory  was  long  ago  exploded,  and  even  the  most 
ardent  Free  Traders  of  to-day  protest  that  it  is 
not  oh  the  grounds  of  that  general  principle, 
but  for  quite  specific  economic  reasons  that  they 
oppose  any  restrictions  upon  the  free  course  of 
trade  between  this  country  and  the  outside  world. 
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It  ii  with  those  ipecific  reafoni  that  I  now 
to  d«ol»  and  to  show  that  they  too  are  in 
baaed    upon   exactly    the   tame   fallacy, 


propoae  to  deal,  and  to  show  that  they  too  are  in 
reality  baaed  upon  exactly  the  tame  fallacy, 
though  in  a  more  subtly  yeued  form.    The  whole 


of  the  orthodox  political  economy,  indeed, 
whether  it  deals  with  Free  Trade  or  with  any 
other  economic  question,  is  tainted  through  and 
through  with  this  fallacy.  Though  a  century 
and  more  hat  passed  since  Adam  Smith's  time 
it  has  made  no  real  attempt  to  get  rid  of  the 
taint.  The  reason  is  simple.  By  making  the 
factors  that  bulk  largely  in  tho  individual's  eyes 
— exchan^,  capital,  wages,  profit — the  starting- 
point  of  its  investigation  instead  of  the  factors 
that  renlly  matter  from  the  public  point  of  view 
— the  natural  resources,  the  numan  energies  and 
the  social  organisation — it  took  hold  of  the  wrong 
end  of  the  stick  and  .condemned  itself  from  the 
start  to  lasting  futility.  The  whole  of  its  ter- 
minology is  based  upon  the  use  of  words  current 
in  private  business  whose  application  to  public 
affairs — unless  most  jealously  scrutinisea  and 
qualified — is  bound  to  be  misleading  and  fal- 
lacious. To  borrow  a  phrase  from  that  eminent 
statesman,  Mr.  Winston  Churchill,  I  will  venture 
to  say  that  from  Adam  Smith's  day  down  to  the 
late  general  election  the  strensth  of  the  case  for 
Free  Trade  has  lain  in  its  solid  groundwork  of 
**  terminological  inexactitude." 

It  is  one  of  the  most  typical  and  perhaps  the 
most  mischievous  of  all  these  terminological 
inexactitudes  which  I  propose  to  examine  to-day. 
It  is  the  one  in  which  the  term  "  capital "  plays 
the  leading  part,  and  on  which  I  have  already 
touched. 
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Capital — I  am  afraid  I  must  to  some  extent 
repeat  myself — is  from  the  individual  manu- 
facturer's point  of  view,  the  central  factor  in 
industrial  nroduction.  For  him  it  is  the  first 
essential,  tue  starting-point  of  all  things.  Till 
he  can  acquire  it  by  saving  or  borrowing  he  can 
neither  secure  works,  build  a  factory,  purchase 
materials,  or  attract  labour.  By  selling  his 
goods  ho  replaces  that  capital  and  is  able  to 
purchase  more  materials  and  to  go  on  employing 
labour.  That  sale  also  creates  his  profits,  and 
if  he  wants  to  enlarge  his  capital  he  must  add 
these  profits  to  his  capital  instead  of  spending 
them  on  himself.  That  at  least  was  the  rule  in 
Adam  Smith's  day ;  nowadays,  the  more  custo- 
mary method  is  to  publish  a  highly  coloured 
statement  of  those  profits  and  float  a  new  issue  of 
shares  on  the  strength  of  it.  The  individual 
cannot  use  the  same  capital  for  two  purposes 
at  one  and  the  same  time.  If  he  wants  to  start  a 
new  and  entirely  different  industry  he  can  only 
find  capital  for  it  by  giving  up  the  old  industry, 
or,  at  any  rate,  by  diverting  from  it  pai-t  of  his 
capital.  In  other  words,  from  the  individual's 
point  of  view,  capital  is  obviously  inelastic  and 
definitely  limited  in  quantity. 

But  now  let  us  consider  the  meaning  of  the 
term  capital  from  the  point  of  view  of  the  com- 
munity. What  is  the  capital  of  the  community, 
and  how  far  is  it  the  same  thing  as  the  capital 
of  the  individual?  The  individual's  capital  con- 
sists, in  the  main,  of  money  or  of  credit,  in  either 
case  very  real  concrete  things  to  him.  But 
money,  from  the  public  point  of  view  is,  as 
Adam  Smith  himself  pointed  out,  not  a  concrete 
article  of  value  at  all — except  when  exported  out 
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of  the  country — but  titnply  a  recoipiiiad  agree- 
ment or  convention  for  the  purpose  of  facilitating 
excJiange.     Credit    'ib   even    leM    concrete.     He- 
gar«lod    nationally   it   is   merely   an    attitude  of 
mind    on    the    oart   of   the  community   towards 
individual     undertakings,     an     attitude    which, 
according  to  the  nature  of  those  undertakings, 
may   be  qualified  as  business-like  enterprise  or 
as  mere  gullibility.     In  either  case,  whether  in 
the  shape  of  money  or  of  credit,  the  individual's 
capital  when  looked  at  from  tho  national  i>oint 
of  view  ceases  to  be  an  actual  substantial  tliinff, 
and   becomes  something  purely   relative.     It   is 
merely  a  power  which  one  member  of  the  com- 
munity  happens  to  possess  at  the  moment — in 
virtue  of  certain  universally  accepted  conventions 
or   of   a   certain    trustful    disposition    of   others 
towunls  him — of  summoniug  the  technical   nkill 
and   bodily   energy   of  a   number  of  his  fellow 
citizens  to  co-operate   with  his  own  organising 
ability  in  the  task  of  production.     It  may,  no 
doubt,  be  a  desirable  thing  in  the  national   in- 
terest that  enterprising  individuals  should  posaesa 
this  power.     Its  existence,  the  existence  I  mean 
of  capital  in  the  individual  sense  of  the  term, 
serves  a   useful   purpose   in  organising  the  pro- 
ducers  and    in   bringing  them   into   touch    with 
purchasers.     It  constitutes  an  almost  indispens- 
able lubricant  to  the  wheels  of  industry.     But 
it   is   not   the   national    capital.     It   is   not   the 
prime   motive  power,    the   starting-point  or  the 
source  of  production  from  the  national  point  of 
view.     That  source  must  be  sought  to  some  extent 
in    the    natural    conditions,    and    the    existing 
"stock"  (to  use  Adam  Smith's  word)  of  buUd- 
ings,   materials  in  hand^  &c.,   but  far  more  in 
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the  human  powers  and  faculties  working  upon 
them.  The  territory  of  the  nation  with  its 
resources,  natural  or  developed,  the  skilled 
energy,  moral  character,  industrial  and  political 
organisation  of  its  citizens — in  fact,  the  nution 
itself,  as  a  working  and  going  concern — these 
constitute  the  real  national  capital.  Of  this 
national  capital,  capital  in  the  individual  sense 
is  merely  one  element,  one  incidental  by-product 
of  the  industrial  process. 

This  distinction  between  capital  in  the  national 
and  in  the  individual  sense  of  the  term  is  a  far- 
reaching  one.  The  two  are  essentially  disparate 
in  character,  and  obey  entirely  different  laws. 
The  individual  capital  is  the  result  of  saving, 
and  grows  by  saving  from  profits  or  by  credit 
based  on  pronts;  in  other  words,  the  possibilities 
of  its  growth  are  determined  by  the  amount  of 
profits.  The  national  capital  grows  by  the  exer- 
cise of  the  qualities  and  energies  of  which  it 
consists.  Any  one  of  these  may  be  enormously 
enhanced  at  any  moment  by  legislative  reform, 
by  an  improvement  in  morals,  by  the  develop- 
ment of  some  fresh  industrial  skill.  There  is  no 
rigid  limit  to  the  rate  of  its  growth.  The  in- 
dividual capital  is  quantitatively  fixed  and 
inelastic ;  it  can  only  be  applied  to  a  new  industry 
in  so  far  as  its  possessor  diverts  it  from  the 
industry  in  which  he  has  hitherto  been  employ- 
ing it.  The  national  capital  has  none  of  this 
inelasticity.  An  acquisition  of  knowledge,  an 
improvement  in  morals,  a  beneficial  law  involve 
no  corresponding  reduction  of  some  other  form 
of  knowledge,  no  abatement  of  the  moral  standard 
in  some  other  direction,  no  jettisoning  of  some 
other  legislative  achievement. 
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Nrrerthelatt,  the  existence  of  tiiit  diftinction 
and  the  conseaoences  that  flow  from  it  have, 
for  all  practical  puqKMea,  been  ignored  by  the 
orthodox  school.  It  is  true  that  there  are  paa- 
tagea  in  Adam  Smith,  as  also  in  the  works  of 
his  followers,  which  acknowledge  the  difference 
between  capital  in  the  individual  and  capital  in 
the  national  sense.*  But  as  a  rule,  and  eepecially 
when  arguing  against  social  legislation  or  in- 
dustrial protection,  they  omit  thmie  aualifica- 
tions,  and,  in  the  discussion  of  national  affairs, 
treat  Capital— with  a  capital  **  C  "—as  merely  a 
glorified  form  of  the  individual  or  business 
capital,  partaking  of  all  its  qualities  and  all  its 
limitations.  It  is  upon  this  confusion,  upon  this 
terminological  inexactitude,  that  they  have  based 
their  exposition  of  many  a   pluusible  and  mis- 

*  In  the  earlier  psrt  of  hi«  work,  where  he  im  snalyting 
the  nature  of  capital,  Adam  Smith  points  out  the  dia- 
tinction  between  the  capital  which  conaiata  of  money  and 
is  a  mere  initrurocnt  of  production,  and  the  accumulated 
"stock"  of  food-ftuffi.  materiala,  buildings,  Ac.,  which, 
according  to  him,  ia  the  national  capital.  But  the  dia- 
tinction  la  not  kept  in  mind  in  the  later  paaaagea  where 
hia  main  argument  against  protection  is  dereloped,  and 
in  any  case  the  omiaeion  of  the  most  important  factor 
of  all  from  the  public  point  of  riew— the  factor  of 
human  energy  and  capacity— would  ritiate  the  whole 
argument  ^ren  if  he  expremly  and  consistently  limited 
capital  to  the  mere  aooamulated  stock  of  goods.  The 
aocamulated  stock  of  England  might  be  almost  destroyed, 
and  yet  a  comparatively  short  period  would  witness  a 
complete  renewal  of  it  by  an  extra  effort  on  the  part  of 
its  forty  million  drilised  and  industrially  organised  in- 
habitants—for an  actual  example  I  might  quote  the 
rapid  recovery  of  Frsnre  after  the  war  of  1870.  On 
the  other  hand,  the  whole  of  the  tame  stock  wotild  not 
support  a  million  aavages  for  many  months  and  would 
then  be  consumed  beyoad  hope  of  renewal 
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cliievous  fallacy — the  long  since  exploded  "  wa^es 
fund "  theory  for  instance,  with  its  endurnip^ 
legacy  of  class  hatred,  and  with  its  daughter 
fallacy,  the  restriction  of  output,  a  fallacy  in- 
volving most  harmful  consequences  to  the  pros- 
perity of  the  working  man — and  in  particular  of 
the  most  plausible  and  by  no  means  the  least  mis- 
chievous of  their  fallacies,  the  Free  Trade 
fallacy. 

I  am  afraid  some  of  you  will  think  that  I  have 
wasted  too  much  of  your  time  in  tiresome  re- 
petition of  a  very  obvious  point.  But  I  have 
done  80  with  a  very  definite  purpose.     Those  of 

fou  who  heard  me  last  week  may  remember  that 
spoke  of  the  effect  of  the  ceaseless  repetition 
of  current  fallacies  in  rendering  the  ordinary 
person  impervious  to  the  practical  arguments  of 
Tariff  Reformers.  My  object  has  been  by  a 
similar  repetition  to  create  in  your  minds  not 
80  much  a  prejudice  as  a  watchful  and  critical 
attitude  towaras  the  particular  fallacy  or  ter- 
minological inexactitude  involved  in  the  con- 
fusion of  the  national  and  individual  point  of 
view,  before  bringing  you  face  to  face  with  the 
actual  Free  Trade  arguments.     The  mind  of  the 

I'ury  having  been  rendered  sufficiently  suspicious, 
think  I  may  now  safely  call  upon  the  witnesses 
for  Free  Trade. 

No  one  has  ever  stated  the  case  for  Free  Trade 
more  tellingly  than  the  founder  of  the  doctrine, 
and  with  your  consent  I  now  propose  to  read  out 
to  you  one  or  two  passages  from  the  "  Wealth  of 
Nations.*'  In  the  first  passage  which  I  shall 
read,  Adam  Smith  points  out  that  no  tariff 
measures  can  possibly  increase  the  sum  of  the 
national  industry. 


TIIK  CAIMTALIHT  FAUacV  26 

The  general  induttrr  of  tbo  aocietj  nerer  oui  exoewl 

what   the  capital   of   the   •odetv  can   emploj.     As   Um 


oumtMT  of   workmen  that  oan  bo  kept   in  enj 
bj  an}'  )  '  ir  person  muat  bear  a  certain  proportion 

to  hit  •  <>  the  nomber  of  tboao  that  can  oe  con- 

tinuall^r  frnpioYvd  by  all  the  memben  of  a  great  aocteiy 
roust  bear  a  certain  proportion  to  the  whole  capital  of 
that  Mcictj,  and  nawr  oaa  exceed  that  proiK)rtion.  No 
ragulation  uf  commarot  can  increaae  tho  quant  it  j  of  in- 
dwtry  in  any  toeietT  beyond  what  ita  capital  can  main- 
tain. It  can  only  divert  a  part  of  it  into  a  direction 
into  which  it  mignt  not  otherwiae  hare  f^pnc ;  and  it  ia 
by  no  meaoa  cartain  that  thia  artificial  direction  ia  going 
to  be  more  advaatageoua  to  tho  aoeiety  than  that  into 
which  it  would  hare  gone  of  ita  own  accord  ...  By 
meana  of  tuch  ref^ulattooa,  indeed,  a  particular  manu- 
facture may  tometimaa  be  acquired  aooner  than  it  could 
hare  been  otherwiaa^  and  aft4»r  a  certain  time  may  be 
made  at  homo  aa  cheap  or  chcMiper  than  in  the  foreign 
cx>ontry.  But  though  the  induatry  of  the  aocietT  may 
bo  thiu  carrioi]  wtth  adrantago  into  a  particular  cnannel 
aooner  than  it  could  hare  b^n  otherwiae,  it  will  by  no 
meana  follow  that  tho  aum  toul,  either  of  ita  induatrT 
or  of  ita  revenue,  can  over  bo  augmented  by  any  auch 
regulation.  The  industry  of  the  aoeiety  can  augment 
only  in  proportion  aa  ita  capital  augmenta,  and  ita  capital 
can  augment  only  in  proportion  to  what  can  be  gradually 
lared  out  of  ita  revenue.  But  the  immediato  effect  of 
erery  such  regulation  ia  to  diminish  ita  revenue,  and 
what  diminiahes  ita  reronue  ia  certainly  not  rery  likely  to 
anient  ita  capital  faater  than  it  would  hareaugmontod 
of  ita  own  accord  had  both  capital  and  induatry  bae&  laft 
to  find  out  their  natural  employmenta. 

In  the  followinf^  passage  he  urges  that  free 
markets  cannot  possihly  diminish  domestic  in- 
dustry. 

It  ia  a  maxim  oi  every  prudent  master  of  a  family 
never  to  attempt  to  make  at  home  what  it  will  coat  him 
mora  to  make  than  to  buy.  Tho  tnilor  doea  not  att4*mpt 
to  make  his  own  ahoea,  but  bu}'s  them  of  the  shoi»> 
maker.  .  .  .  What  ia  prudent  in  tho  conduct  of 
•Tery  private  family  can  scarce  bo  folly  in   that  of  a 
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great  kingdom.  If  a  foreign  oountry  can  supply  us  with 
•  commodity  cheaper  than  we  ourselves  can  mako  it, 
better  buy  it  of  them  with  somo  part  of  tho  produce 
of  our  own  industry,  employed  in  a  way  in  which  wo 
hare  some  advantage.  The  general  industry'  of  tho 
country  being  always  in  proportion  to  the  capital  which 
employs  it,  will  not  thereby  bo  diminished  .  ..  .  but 
onlv  left  to  find  out  the  way  in  which  it  can  be  empIoycd< 
with  the  greatest  advantage. 

Nor,  according  to  Adam  Smith,  does  the  dis- 
placement of  an  existing  industry  reduce  the 
amount  of  employment  in  the  country. 

Though  a  great  number  of  people  should,  by  thus  re- 
storing the  Freedom  of  trade,  be  thrown  out  of  their 
ordinary  employment  and  common  method  of  subsistcnoe, 
it  would  bv  no  means  follow  that  they  would  thereby 
bo  deprivea  either  of  employment  or  subsistence  .  .  . 
there  are  other  collateral  manufactures  of  so  similar  a 
nature  that  a  workman  can  easily  transfer  his  industry 
from  one  of  them  to  another.  .  .  .  The  stock  which 
employed  them  in  a  particular  manufacture  before,  will 
still  remain  in  the  country  to  employ  an  equal  number 
of  people  in  some  other  way.  The  capital  of  the  country 
remaining  the  same,  the  demand  for  labour  will  likewise 
be  the  same,  or  very  nearly  the  same,  though  it  may  be 
exercised  in  different  places  and  for  different  occupa- 
tions. Soldiers  and  seamen,  indeed,  when  discharged 
from  the  King's  service  are  at  liberty  to  exercise  any 
trade  within  any  town  or  place  in  Great  Britain  or 
Ireland.  Let  the  same  natural  liberty  of  exercising  what 
species  of  industry  they  please  be  restored  to  all  his 
Majesty's  subjects  and  neither  the  public   nor 

the  individuals  will  suffer  much  more  from  the  occasional 
disbanding  some  particular  class  of  manufacturers  than 
from  that  of  soldiers. 

That  is  the  Free  Trade  argument  as  originally 
expounded  by  Adam  Smith  and  repeated  un- 
questioningly  by  his  followers  ever  since.  I  will 
only  quote  one  other  passage  to  show  how  slight 
has  been  the  change;  the  passage  is  one  from 
Mr.  Ajmitage-Smith's  book. 
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TIm  flMtral  «0Mt  of  daii«  impoMd  for  tbo  purpoM  of 
regiilAUiig  irado  will  be  to  divori  Uio  Uboor  mnd  tbo 
wpiUl  from  moro  prodvoiiro  to  leM  produrtivo  indtiin 
IfiM.  .  .  .  Tbo  «iwi  of  a  duty  in  to  dirert  indu*- 
trj  from  a  more  proAtablo  to  *  \rm  proAt*ble  ebaanfl ; 
it  oraataa  do  new  capital  and  does  not  add  to  produo- 
tioB,  but  it  ditplaoM  botb  capital  and  labour,  and  it 
doaa  not  therefore  tend  to  increaae  ecnplojroent,  but 
rather  to  diminiab  enptojment. 

Tou  will  want  no  more  quotationa,  but  if  yon 
care  to  look  back  at  tbo  Free  Trade  speechei 
made  during  tbe  last  tbree  years  or  to  examine 
tbe  speeches  that  you  will  come  acroas  in  the 
future  developments  of  this  controversy,  you  will 
find  this  ffeneral  argument  about  the  impossi- 
bility of  increasing  the  amount  of  capital  by 
artificial  regulations,  and  about  the  diverting  of 
capital  from  profitable  to  less  profitable  in- 
dustries, in  a  score  of  protean  forms. 

Perhaps  you  will  now  forffive  me  for  the 
laborious  iteration  with  which  I  led  you  on 
through  the  whole  of  the  last  lecture,  and  a  great 
part  of  this  one,  before  thus  suddenly  bringing 
you  face  to  face  with  the  Free  Trade  argument 
in  all  its  simple  beauty. 

I  wonder  how  many  of  you  had  realised  before 
how  transparent  and  palpable  is  the  verbal  fal- 
lacy on  which  it  depends.  The  whole  case  rests 
— most  of  you  I  am  sure  have  already  seized  upon 
the  point — upon  the  disastrous  confusion  between 
the  aifferent  senses  of  the  word  capital.  All  that 
Adam  Smith  says  is  perfectly  true  and  applicable 
when  it  is  a  case  of  the  intfividual's  capital.  If 
an  indiyidual  buys  a  thing  cheaper  than  he  can 
make  it  his  capital  is  undoubtedly  freed  for  more 
lucrative  pursuits.  If  the  tailor  diverts  his 
capital  by  setting  up  a  small  boot  factory  for 
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himself  he  undoubtedly  loses.  That  is  because 
the  individual  capital  is,  in  the  main,  a  sum  of 
money,  iixed  and  inelastic,  and  because  the  in- 
dividual energy  in  such  a  case  is,  as  a  rule, 
already  fully  developed  and  not  capable  of  much 
increase  by  diversification  of  occupation.  But  to 
apply  this  to  the  national  capital  is  a  fallacy 
which  is  only  made  plausible  by  the  fact  that  the 
word  capital  usually  suggests  to  the  ordinar}' 
person,  individual  capital  with  all  its  character- 
istics. Instead  of  using  the  misleading  word 
capital,  let  me  simply  substitute  for  it  in  each 
case  the  thing  that,  in  the  main,  it  really  stands 
for,  ready  money  or  credit  in  the  case  of  in- 
dustrial or  business  capital,  skilled  knowledge 
and  industrial  organisation  in  the  case  of 
national  capital,  and  then  see  what  the  argu- 
ments look  like.* 

•  To  bring  out  the  contrast  more  clearly,  I  have  in 
the  following  analysis  of  Adam  Smith's  argument  left 
out  the  consideration  of  capital  as  a  stock  of  national 
goods  in  hand,  in  which  sense  it  is  no  doubt 
to  a  certain  extent  common  both  to  the  individual 
and  the  national  capital.  To  have  introduced  that 
further  consideration  would  have  complicated  the  exposi- 
tion of  my  point  without  materially  modifying  the  argu- 
ment. The  volume  of  national  production  is  no  more 
determined  by  the  stock  of  goods  in  hand  than  by  the 
money  in  circulation.  In  any  case  the  essential  and 
characteristic  element  in  the  national  capital  is  the 
human  and  social  factor— the  energy,  skill  and  organisa- 
tion of  the  citizens— the  essential  and  characteristic 
element  of  capital  from  the  individual  point  of  view  is 
money  or  credit.  And  though  in  places  Adam  Smith 
does  distinguish  between  the  individual's  money  and 
capital  and  the  national  "stock,"  yet  it  is  quite  clear 
that  in  paasages  like  those  analysed  above  his  use  of  the 
term  capital  for  national  purposes  is  coloured  through 
and  through  by  the  associations  connected  with  the 
characteristics  of  the  individuals  capital. 
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No  rtguUtion  of  oommereo  €MI  inertaM  tbo  qtuniitj 
of  indotti^  in  aoy  aodttjr  bojfoiid  what  iU  frircuUting 
coin  or  osiattDg  mdii]  eao  OMinUin. 

DoM  that  sound  plausible  f  Has  the  quant  it j 
of  coin  in  circulation  in  the  country  any  fixed 
relation  to  the  amount  of  its  industry  Y  Obyiously 
not.  And  at  for  credit,  the  volume  of  industry 
does  not  depend  on  the  existing  volume  of  credit, 
but,  on  the  contrary,  the  amount  of  credit  in  a 
country  depends,  broadly  speaking,  on  the 
amount  of  its  industry.  I  have  here  assumed 
that  Adam  Smith  meant  capital  in  the  individual 
tense.  Suppose  he  meant  it  in  the  national 
sense,  how  will  the  sentence  then  read? 

No  reguUtion'of  commerce  can  increase  the  quanittj 
of  indiutrj  bejond  wh«t  (the  capaoiij  or  the  aptitudes 
of  its  citiBen«]  can  maintain. 

That  is  a  truism,  but  no  argument.  It  in  no 
sense  proves  that  State  regulation  cannot  add  to 
the  aptitudes  or  capacities  of  a  people. 

Now  let  us  paraphrase  another  passage :  — 

The  industry  of  the  society  can  only  augment  in  pro- 
portion as  its  [knowledge,  technical  akill  and  organiaa- 
tion]  augment,  and  [thcae  qtialitiea]  can  only  augment 
in  proportion  to  what  can  bo  saved  oat  of  rovenue. 

Here  Adam  Smith  has  plainly  been  using 
capital  in  two  different  senses  in  the  two  parts  of 
one  sentence;  by  translating  the  word  into  its 
equivalent  and  using  it  in  the  same  sense  in  both 
halves  of  the  same  sentence  we  get  the  meaning- 
less and  absurd  conclusion,  that  economy  is  the 
only  method  of  securing  an  expansion  of  thd 
national  energies. 

I  have  called  the  conclusion  an  absurd  one, 
though  as  a  matter  of  fact,  owing  to  the  great 
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iDflueDoe  of  the  orthodox  economics,  it  became 
the  groundwork  of  the  great  Liberal  principle  of 
retrenchment  **  in  order  to  let  money  fructify 
in  tho  pockets  of  the  people,"  one  of  the  most 
mischievous  pleas  for  the  abandonment  of  public 
duty  ever  invented  by  politicians. 

Again,  when  Mr.  Armitage-Smith  says  that  a 
duty  cannot  increase  capital,  what  does  he  mean? 
Does  he  mean  that  the  imposition  of  a  duty  does 
not  ipso  fucto  increase  the  currency?  That  may 
be  true,  but  it  is  quite  fatuous.  Or  does  he  assert 
that  a  duty  cannot  stimulate  new  energies,  cause 
new  forms  of  skill  to  be  practised  and  developed 
into  national  aptitudes?  The  latter  assertion  is 
obviously   false. 

Now  let  us  paraphrase  Adam  Smith's  argu- 
ment that  free  imports  cannot  diminish  the 
volume  of  industry  or  deprive  men  of  employ- 
ment: 

The  general  industry  of  a  country  being  always  in 
proportion  to  [the  energies  and  skilled  aptitudes  of  ita 
population],  will  not  be  diminished  bv  abandoning  one 
or  many  of  its  aptitudes  for  the  sake  of  momentary 
cheapness  to  the  indiridual  purchaser. 

Does  that  sound  convincing?  It  is,  at  any 
rate,  quite  as  convincing  as  the  following: 

Tho  [ready  money]  of  the  country  remaining  the  same 
the  demand  for  labour  will  likewise  bo  the  same,  however 
many  manufacturers  may  have  been  disbanded,  however 
mucn  accumulated  skill,  experience,  and  special  know- 
ledge may  have  been  allowed  to  perish. 

Adam  Smith's  comparison  of  manufacturers 
and  workmen  dependent  upon  industry  to  soldiers 
is,  indeed,  thoroughly  typical  of  the  extent  of  his 
misconception   of  the  nature  of  industry.     The 


TlIK  CAPITALIST  FALLACY  SI 

Aimy,  it  i»  true,  it  maintained  out  of  a  Terj 
definite  capital,  that  of  tlie  National  Exchequer, 
and  ita  reduction  would  let  money  free  for  tome 
other,  poMibly  more  beneficial,  porpoae,  e.g.,  for 
undenominutiunnlising  church  schooli,  or  else 
for  subyentioninff  lome  specially  deterring  claat 
of  hit  Ma  jetty's  subjects,  «.^.,  Members  of 
Parliament.  But  manufacturers  and  workmen 
engaged  in  productive  industry  themteWet  create 
the  capital  which  tupportt  them,  or  rather,  with 
their  Ailled  knowleajgpp  and  habits  of  attociation, 
are  themselYeaHEe  real  capitar^tne  iiyinttrY  in 
which  they  are  engaged.  Their  disband ment 
and  disattociation  inTOlTes  ipso  foHo  the  anni- 
hilation of  the  greater  part  of  the  capital  which 
they  represent.  If  in  time  they  find  new 
occupationi,  acquire  new  aptitudes,  and  de- 
velop a  new  or^nisation,  then,  of  course, 
a  new  capital  it  created  in  the  place  of 
that  which  was  lost.  If  the  skill  is  a 
higher  one  there  may  be  an  eventual  gain. 
But  if,  as  is  only  too  often  the  case,  the  disbanded 
men  take  to  a  less  skilled  form  of  work,  there  is 
a  final  loss  of  national  capital.  Every  skilled 
trade  that  is  reduced  or  abandoned  in  consequence 
of  foreign  competition,  every  manufacturer  who 
becomes  a  mere  trader,  every  skilled  workman 
who  is  driven  to  the  ranks  of  unskilled  and  casual 
labour,  every  man  who  is  unemployed,  and  is 
becoming,  or  has  become,  unemployable — each 
and  all  of  these  represent  a  destruction  of 
national  capital  which  no  aggregation  of  money- 
capital  seeking  investment,  no  swollen  totals  of 
unanalysed  trade  returns  can  counterbalance. 

So  completely  hypnotised  was  Adam  Smith  by 
this  confusion  of  liis  own  creating  with  regard 
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to  the  meaninff  of  capital  that  he  denied  with  the 
most  dogmatic  certitude  the  plainest  facts  of 
his  own  time.  According  to  the  conception  of 
capital  as  an  inelastic  fixed  quantity  it  obviously 
follows  that  the  encouragement  of  industry  must 
draw  away  capital  from  agriculture.  That 
British  agriculture  had  expanded  consistently  with 
each  stage  in  the  expansion  of  British  industry 
and  oversea  trade — and,  indeed,  as  a  necessary 
consenucnce  of  that  expansion,  because  the 
growtn  of  the  manufacturing  class  provided  fresh 
markets  for  agriculture,  while  the  aggregation 
of  money  capital  and  the  growth  of  credit  facili- 
tated agricultural  improvements — all  this  was 
nothing  to  the  hapless  victim  of  his  own  ter- 
minological inexactitude.  Himself  a  witness  of 
the  enormous  expansion  of  English  wealth  and 
power  in  the  eighteenth  century,  he  yet  cheer- 
fully declared  tnat  neither  the  colonial  system 
nor  the  Methuen  treaty  had  done  anything  but 
hinder  that  expansion.  Whence  otherwise  that 
expansion  could  have  come  he  does  not  indicate, 
unless,  indeed,  we  are  to  understand  that  it  was 
the  natural  and  inevitable  result  of  saving  on  the 
part  of  what  is,  and  has  always  been,  one  of  the 
least  thrifty  nations  in  Europe. 

His  successors  are  every  whit  as  blinded  by  the 
mist  of  their  own  sophistry.  Look  at  the  capital 
of  modern  industrial  Germany — immense,  if  we 
think  of  its  capital  in  the  national  sense,  very 
respectable,  and  growing  enormously,  if  we  refer 
to  capital  in  the  individual  or  ordinary  business 
meaning  of  the  term.  If  the  Free  Trade  argu- 
ment is  true,  then  that  capital  has  been  diverted 
by  tariffs  from  the  more  profitable  agricultural 
pursuits  in  which  it  would  otherwise  have  been 


TUE  CAPITALIST  FALLACY  S5 

employed.  But  where  was  that  oeDiUl  a  fenera- 
tion afo,  before  it  wai  diTertedr  It  eertainlv 
was  not  in  Germany.  A^in,  kat  Oermany  • 
agriculture  dwindled  or,  indeed,  Tanished  into 
a  minus  quantity,  as  it  ought  to  haTe  done  if 
there  were  any  truth  in  the  Free  Trade  argu- 
ment? On  the  contrary,  it  is  actually  greater 
than  it  ever  was,  and  supports  as  large  and  much 
more  prosperous  a  population.  Has  there,  then, 
been  some  miraculous  increase  of  the  saving 
tendency  in  OennanyP  Any  one  who  knows 
Oermany  will  tell  you  that  the  Oermans,  as  was 
onlv  to  oe  expectea,  have  become  less  thrifty  as 
their  prosperity  has  increased.  Take  that  immense 
body  of  sngncious  enterprise,  of  technical  know- 
ledge, of  commercial  adaptability  represented  in 
the  manufacturers  and  merchants  of  Oermany. 
Take  the  ever  growing  skill,  efficiency  and  dis- 
cipline of  their  great  army  of  workmen.  Take 
the  whole  of  tlmt  great  industrial  life  which 
creates  so  deeo  an  impression,  so  sincere  an 
admiration,  ana  so  orofound  a  sense  of  disquiet 
in  any  one  who  has  nad  the  opportunity  of  com- 
paring the  Germany  of  to-day  with  that  of  even 
twenty  years  affo.  From  wnat  vacant  plot  of 
farming  land,  I  wonder,  has  all  that  capital, 
that  immense  national  power  been  diverted  by  the 
German  tariff?  It  U  a  plot  I  have  not  seen  in 
my  wanderings  through  Germany.  What  I  have 
seen  is  a  country  where,  in  spite  of  light  soils 
and  many  other  disadvantages,  agriculture  has 
steadily  ffrown  and  prospered,  during  a  period 
in  which  English  agricultiire,  with  every  nntural 
advantage  on  its  side,  has  steadily  declined. 

I  had  occasion  to  travel  a  few  days  ago  from 
London  to  a  point  in  Western  Germany.     Kent, 
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the  Oarden  of  England,  was  at  its  greenest. 
Looking  out  of  the  windows  I  saw  occasional 
sheep  and  lambs,  still  fewer  cattle.  Rarely, 
except  when  passing  through  a  town,  did  I  see 
an  occasional  human  being.  On  the  other  side, 
in  Belgium  and  Germany,  it  seemed  to  me  as  if 
the  whole  population  of  the  coxintry  were  out  in 
the  closely  cultivated  fields,  working  away  for 
dear  life  to  make  use  of  the  warm  spring  weather. 
There  was  scarcely  a  five-acre  field  within  sight 
of  the  railway  without  some  one — more  often  a 
whole  family — at  work  upon  it,  and,  presumably, 
living  by  that  work.  And  these  are  the  dis- 
j  astrous  results  of  diverting  capital  and  labour 
from  agriculture  to  industries  by  means  of 
tariffs  I 

So  much  for  the  actual  pillar  of  the  Free  Trad© 
edifice.  The  wonder  is  that  so  elementary  a  piece 
of  sophistry  should  have  maintained  itself  so 
long.  That  it  was  shown  up  by  List  over  sixty 
years  ago  seems  to  have  made  no  impression  in 
England  whatever.  Possibly  the  cause  may  have 
lain  in  the  fact  that  List  failed  to  explain  the 
formal  origin  of  the  classical  fallacies,  and  there- 
fore seemed  to  the  crude  and  narrow  intellects 
of  the  classical  economists  to  be  asserting  a  mere 
nebulous  counter-theory  based  on  no  convenient 
.quasi-tangible  abstractions,  like  "value  in  ex- 
change." In  any  case  the  almost  unimpaired 
survival  of  the  classical  economy  in  England  fur- 
nishes an  interesting  example  of  the  fact  that 
even  abstract  or  comparatively  abstract  thought 
is  not  individual  but  traditional,  collective, 
national;  that  religion  is  not  the  only  sphere  in 
which  a  man  or  a  nation  may  be  wholly  unmoved 
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by  the  argumonts  or  by  the  example  of  thoee 
whose  view  is  diflforent.  In  fact,  till  the  present 
controventy,  outititle  reaftouing  huN  hu<I  an  little 
influence  u|Mm  Kngliah  economic  thought  aa 
European  rationalism  has  had  upon  Mahom- 
medan  theology. 

The  consideration  of  the  great  capital  fallacy 
brings  me  to  another  fallacy  intimately  con- 
nected with  it,  and  largely  based  cm  the  same 
fundamental  vice  of  the  atomic  individualist  con- 
ception. In  the  pasaaffet  I  have  quoted  mention 
is  made  not  only  of  the  effect  of  artificial  regu- 
lations in  diverting  capital,  but  also  in  diverting 
labour.  And  in  Free  Trade  platform  oratory 
nowadays  the  diversion  of  labour  or  of  popula- 
tion, as  the  only  reeult  of  tariff  measures,  is 
rken  of  olmost  more  freely  than  the  diversion 
capital.  The  fallacy  in  this  case  consists 
partly  in  the  assumption  that  all  the  existinff 
labour  or  population  is  already  fully  occupiea 
and  in  the  most  profitable  way,  but  still  more  in 
the  supposition  that  population  is  an  inelastic 
numerical  aggregate  ox  individuals  regarded 
either  as  constant,  or  else  as  increasing  upon 
some  ratio  or  other  dependent  on  factors  which 
lie  outside  the  scope  ot  fiscal  discussion  and  can 
therefore  be  neglected.  That  supposition  is  due 
to  the  individualist  and  subjective  bias,  and  to 
the  disregard  of  the  time  factor  which  is  the 
natural  consequence  of  that  bias.  But  if  we 
look  at  population  in  the  mass,  and  call  time  to 
our  counsels,  we  see  that  population  is  something 
living,  elastic,  expansive,  and  we  see  that  its 
possibilities  of  expansion  are  determined  by  its 
economic     development.     Man,     from     the     in- 
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dividualist  point  of  view,  is  regarded  solely  as  the 
agent  in, the  economic  process.  From  the  hroader 
collective  point  of  view  he  appears  not  only  as 
tho  agent  of  the  process  but  as  its  product.  The 
individualist  subjective  conception  regards  in- 
dustry as  a  means  of  occupying  an  existing 
number  of  persons.  The  broader  scientific  and 
objective  conception  looks  upon  population  as 
the  product  and  result  as  well  as  the  cause  of  the 
industry  in  which  it  is  engaged. 

From  the  Free  Trade  point  of  view,  fostering 
a  new  industry  means  diverting  population  from 
an  old  industry;  encouraging  manufactures 
necessitates  withdrawing  people  from  the  fields; 
reviving  agriculture  implies  emptying  the  towns 
back  upon  the  land.  From  the  constructive 
point  of  view,  fostering  a  new  industry  means 
A  creating  a  new  population  and  adding  a  new 
market;  flourishing  manufactures  mean  a  grow- 
ing town  population,  and  an  agricultural  popu- 
lation growing  together  with  it,  in  virtue  of 
the  increased  market  offered  to  its  products; 
flourishing  agriculture  implies  busy  factories  and 
crowded  streets. 

It  is  true  that  the  nucleus  of  the  population 
for  a  new  industry  must  come  from  the  old 
industries.  But  unless  the  portion  diverted  is 
so  large  as  to  paralyse  the  old  industries,  the 
deficiency  will  be  almost  immediately  made 
good.  An  existing  orchard  is  not  permanently 
diminished  by  taking  cuttings  in  order  to  start 
a  new  orchard.  The  flocks  of  this  country  have 
not  been  reduced  because  some  sheep  were  once 
diverted  to  form  the  nucleus  of  the  flocks  of 
Australia.  Yet  the  current  Free  Trade  argu- 
ment   about    diverting    labour    and    population 
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should  apply  with  eqiul  forc«  to  diTerting  sheep 
or  diTerting  fruit-be«nn^  twifft.* 

We  have  only  to  coniider  &e  history  of  our 
own  or  any  other  country.  We  have  no  ttatutict 
of  the  population  of  Britain  before  the  Eoman 
Conqiiest.  But  it  was  undoubtedly  very  ■mall 
indeed.  The  Romans  killed  o£f  an  appreciable 
portion  of  it;  yet  before  long  Britain  became. 
as  all  the  evidence  indicates,  a  fairly  populous 
country,  not  by  immigration,  but  as  the  result 
of  the  introduction  ox  Roman  civilisation,  in 
other  words  the  introduction  of  the  different 
industrial  arts  known  to  the  Romans  and  the 
enforcement  of  Roman  law  and  order.  After 
that  it  dwindled  away  again,  devoured  not  so 
much  bv  the  sword  of  the  Saxons  as  by  their 
destruction  of  the  economic  organisation  of  the 
country.  Through  long  periods  of  the  dark 
and    middle    ages,    England's    population    was 


almost  stationary.  It  increased  more  rapidly 
with  the  fostering  of  industry  in  the  Tudor 
times.  But  its  growth  was  most  rapid  during 
those  periods  of  the  eiehteenth  and  nineteenth 
centuries  when  the  introduction  of  new  industries 
or  the  increased  output  of  existing  ones  en- 
rouruged  that  growth.  For  the  last  thirty  years 
the  rate  of  increase  has  been  slowing  down.  And 
not  only  has  the  rate  of  increase  varied  with  the 

*  Ooe  might  almost  say  that  the  real  failure  of  the 
cUMioal  economista  in  dealing  with  this  and  kindred 
aueitiooa  waa  due  to  the  fact  that  owing  to  their  in- 
oiridualiat  tubjectire  method  thej  alwajs  treated  maa  aa 
outaide  the  ordinary  course  of  nature;  inatead  of  re- 
garding him  objectirely  as  so  much  liring  organio 
matter,  of  a  speeially  developed  kind,  no  ooubt,  but 
obeying  broadW  the  same  eeoaonic  laws  aa  ^rem  the 
exifftonco  of  otner  animals  or  other  or^aaio  tissurs. 
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rate  of  economic  development  generally,  but  the 
population  of  particular  portions  of  the  country 
has  increased  out  of  all  proportion  to  others  by 
the  local  development  of  industry.  The  popula- 
tion of  Lancashire  is  the  by-product  of  the  cotton 
industry.  It  is  as  much  an  artificial  creation  as 
the  cotton  industry  itself.  Cobden  and  Bright 
and  all  their  associates  were  the  direct  offspring 
of  the  tariffs  which  they  swept  away. 

So  too  the  dense  population  of  the  towns  and 
industrial  districts  of  modern  Germany  is  the 
direct  offspring  of  Bismarck's  policy.  The  Ger- 
mans are  not  by  nature  more  prolific  than  we 
are.  Their  rate  of  increase  through  the  greater 
part  of  the  nineteenth  century  was  far  slower 
than  ours.  Even  so  the  emigration  from  Germany 
was  enormous.  Since  the  economic  development 
of  Germany  and  our  economic  decline  the  posi- 
tion has  changed  entirely  as  regards  the  birth- 
rate, and  the  German  increase  is  almost  double 
ours.  As  for  emigration,  Germany  nowadays 
actually  has  an  excess  of  immigrants.  Nor  has 
the  growth  of  the  towns  been  at  the  expense  of 
the  country,  though  it,  no  doubt,  would  have 
been  but  for  the  measures  deliberately  taken  to 
maintain  the  country  population.  Barely  twenty- 
five  years  ago, within  my  own  recollection,  Cologne 
still  stood  within  the  old  city  walls  that  had 
marked  its  confines  for  centuries.  To-day  those 
confines  are  represented  by  a  circular  boulevard 
separating  the  inner  city  from  the  great  new  city 
which  has  sprung  up  beyond.  But  the  fields  and 
vinevards  of  the  Rhineland  have  not  been  deserted 
to  fill  the  streets  and  houses  of  the  new  Cologne. 
The  inhabitants  of  that  city,  and  of  many  another 
German  city,  are  a  new  people,  the  children  of 
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Bismarck's  statesmanship,  the  grandchildren  of 
List's  far-seeing  genius. 

Would  a  purely  agricultural  Oermanj  be  cap- 
able of  supporting  her  preeent  population,  or  be 
growing  at  the  rate  of  a  million  souls  a  yearf 
Would  a  purely  agricultural  United  States  hare 
found  room  for  the  Tast  swarms  that  haTie  poured 
into  their  territory  during  the  last  centuir,  and 
are  still  pouring  in  in  undiminished  TolumeP 
Free  Tradera  habitually  retort  upon  any  attempt 
to  draw  comparisons  between  our  industrial  pro- 
gress and  that  of  Germany  or  the  United  States, 
oy  saying :  **  Yes,  but  look  at  their  popular 
hon,**  I  would  reply :  **  Tes,  look  at  their  popu- 
lation, and  think  what  it  means;  there  is  the 
simple  and  direct  test  of  their  economic  policy !  " 
And  I  would  add  further :  "  Look  at  the  British 
Empire;  think  of  the  vast  and  prosperous  popu- 
lation it  might  support  if  it  had  been  developed 
like  the  United  States;  consider  the  compara- 
tively  small  population  it  does  support,  and 
judge  Cobdenism  by  its  fruits/' 

Not  that  mere  numbers  are  the  sole  test  of 
national  well-being  or  the  sole  object  of  stAtes- 
manship.  The  physical  and  moral  well-being 
and  efficiency  of  the  individual  and  the  effective 
organisation  of  the  whole  are  no  less  important 
objects.  Indeed,  the  real  national  object  may 
be  said  to  be  that  resultant  of  all  these 
factors — numbers,  individiinl  efficiency  and 
national  organisation — which  has  been  termed 
"  man-power."  Each  of  these  factors  of  man- 
power is  complementary  to  the  other  and  each 
stimulates  the  other.  To  raise  and  improve  the 
standard  of  the  individual  increases  alike  his 
productive  efficiency  and  his  capacity  for  organj- 
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\  sation,  and  consequently  will  in  the  seouel  lead 
to  an  increase  in  the  number  of  such  individuala 
whioh  the  national  industries  can  support.  Effec- 
iiye  national  organ isiition  will  raise  both  the 
total  nitmbeni  ana  the  individual  well-being.  A 
broad  basis  of  numbers  is  essential  whether  to 
allow  the  full  development  of  natural  resources 
or  to  furnish  the  strength  without  which  the 
national  organisation  cannot  protect  the  well- 
being  of  the  individual  against  the  engroachment 
of  more  powerful  national  organisms  without. 

Where  then  are  we  left  by  clearing  the  ground 
of  the  Capital  fallacy  and  the  kinured  Popula- 
tion fallacy?  Simply  at  this  point,  that  the 
statesman  (and  in  a  democratic  country  every 
voter  has  to  essay  the  part  of  a  statesman)  need 
no  longer  be  paralysed  by  the  sophism  that  all 
efforts  to  improve  the  total  economic  welfare  or 
the  total  strength  of  his  country  must  be  a  mere 
labour  of  Sisyphus — with  its  mischievous  logical 
consequence  that  the  only  way  of  raising  the 
welfare  of  the  less  prosperous  lies  in  despoiling 
the  more  prosperous — but  can  set  to  work  cour- 
ageously at  any  and  every  means  that  may  come 
to  his  hands  for  increasing  the  national  capital 
or  adding  to  the  nation's  *'  man-power/*  whether 
by  teaching  new  knowledge,  by  stimulating  new 
industries,  by  raising  the  moral,  intellectual  and 
physical  welfare  of  each  individual  citizen,  or  by 
strengthening  the  effective  organisation  and  de- 
fensive power  of  the  whole  State.  Free  Trade, . 
laisser  fmrcy  stands  for  an  atrophied,  and  conse- 
quently timid  and  unintelligent  Government,  for 
a  hopeless,  mechanical  theory  of  statecraft  which 
can  see  no  other  way  of  increasing  the  national 
welfare  of  the  citizens  as  a  whole  than  the  re<luc- 
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tion  of  the  national  defentiye  itrength,  which 
knows  no  other  type  of  reform  than  claM  legit* 
lation.  A  conitructtTe  theory  moit  recogniae 
that  statecraft  deals  with  living  tissue;  that  the 
well-heinff  of  each  imlividual  is  to  he  attained 
through  the  well-being  of  the  whole;  that  social 
reform  and  national  strength  are,  not  mutually 
destructive,  but  essentially  complementary ;  that 
the  redress  of  one  social  injustice  does  not' require 
the  infliction  of  another.  It  must  insist  upon  the 
importance  of  the  duties  of  citizenship  ana  of  the 
duties  of  statesmanship,  or  citisenship  raised  to  a 
higher  denomination.  Not  laisser  faire  must  be 
its  guiding  principle,  but  votdoir  faire  and  tofcoir 
faim — the  will  to  act,  without  which  everything 
else  is  worthless,  the  skill  to  act  effectively, 
which  can  only  be  attained  in  action. 
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In  the  first  of  these  addresses  I  endeavoured  to 
hring  out  the  essential  difference  between  the 
individual  and  the  public  point  of  view  in 
economics — a  difference  as  profound,  I  suggested, 
as  that  between  the  old  Ptolemaic  system  of 
astronomy,  which  regarded  the  earth  as  the  fixed 
centre  of  the  universe,  and  the  Copernican,  which 
fixed  the  centre,  at  any  rate  of  our  planetary 
system,  in  the  sun — and  to  show  that  the  recog- 
nition of  this  distinction  at  once  destroys  the 
whole  general  argument  in  favour  of  lais'ser  fa/i/re 
in  economics  as  in  any  other  department  of 
human  activity.  Last  time  I  examined  the  Free 
Trade  or  Orthodox  theory  of  production  and  the 
arguments  against  interference,  by  tariff  or 
otherwise,  based  upon  it,  and  showed  how  the 
same  fallacy  of  mixing  up  the  individual  and 

Sublic  aspect  of  economic  issues  underlay  it. 
iut  in  this  case  the  fallacy  was  not  so  easy  to 
detect,  as  it  lay,  not  so  much  in  the  argument 
itself  as  in  the  use  of  the  terms  employed, 
e8j>ecially  in  the  use  of  the  word  "  capital.'*  I 
devoted  some  time  to  analysing  the  "  termino- 
logical inexactitude  **  of  Adam  Smith,  and  of  his 
school,  and  to  showing  that  the  whole  of  their 
main  argument  against  protective  regulations  is 
based  on  the  assumption  that  the  volume  of  the 
national    industry    is    determined    by    a    fixed 
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inelastic  quintity  of  **  empiUl "  in  the  tame  waj 
M  the  indiWdual  mananeturer't  enterprise  is 
limited  by  the  fixed  capital  he  can  tare  or 
borrow.  I  showed,  too,  that  the  same  indiri- 
dnalist  fallacy  in  a  slif^htly  different  form  under- 
lies the  Free  Trade  conception  of  population  as 
a  fixed  number  of  indiriduals  looking  out  for  the 
most  profitable  employments  sTailable  at  the 
moment,  instead  of  what  it  really  is,  when  looked 
at  broadly,  an  elastic  quantity  of  living  matter 
growing  with  the  industries  that  support  it,  and, 
m  a  sense,  created  by  them. 

To-day  I  propose  to  deal  with  the  orthodox 
economist's  tneory  of  exchange,  or,  to  use  the 
more  common  term,  of  trade,  and  to  show  that 
here  again  the  same  fallacy  is  largely  responsible 
for  their  mistaken  conclusions.  Once  more,  too, 
the  fallacy  is  imported  into  the  argument 
through  the  employment  of  terms  whose  signi- 
ficance, from  the  public  point  of  view,  is  Terr 
different  from  their  significance  to  the  indiyidual. 

The  assumption  of  the  Free  Trade  school 
throughout,  and  it  is  one  which  the  very  name 
of  Free  Trade  conveys  with  it,  is  that  trade  is 
the  economic  object  of  the  nation.  Political 
economy  is  habitually  spoken  of  by  the  Free 
Traders  as  a  theory  of  trade  or  theory  of  com- 
merce; when  they  have  declared  any  regulation 
to  be  an  impediment  to  trade  they  already  con- 
sider that  they  have  more  than  half  proved  the 
necessity  for  its  abolition.  Now  to  the  individual 
in  a  commercially  developed  community,  trade 
is  undoubtedly  the  end  and  object  of  his  pro- 
ducftive  efforts.  The  individual  cotton-spinner 
produces  his  cotton,  not  for  its  own  sake,  nut  in 
order  to  sell  it,  and  by  the  proceeds  of  that  sale 
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to  buy  the  commoditieB  he  wants.  But  from  the 
national  point  of  view  the  object  is  not  trade  but 
production.  The  nation  produces,  not  so  much 
m  order  that  it  may  sell  as  in  order  that  it  may 
consume,  and  thereby  live  and  multiply.  Trade 
from  the  national  point  of  view  is  not  the  end. 
It  is  a  means,  an  incentive,  an  adjustment  which 
facilitates  the  division  of  labour,  but  none  the 
less  a  means. 

Moreover,  trade,  from  tbe  national  point  of 
view,  is  not  only  not  the  object,  but  it  is  not 
even  absolutely  indispensable  as  a  means  to  that 
object.  A  community  may  attain  quite  a  con- 
siderable degree  of  economic  well-being  without 
any  trade  at  all,  as,  for  instance,  in  the  case  of 
an  agricultural  community  with  well-developed 
home  industries.  Again,  take  the  ideal  col- 
lectivist  state,  where  all  production  and  distribu- 
tion is  state  organised.  That  would  be  a  com- 
munity practically  without  any  trade  whatever, 
and  yet  it  is  not  inconceivable  that  such  a 
community  might,  from  the  purely  economic 
point  of  view,  be  extremely  successful.  In  any 
case  it  is  clear  that  trade  bears  no  fixed  relation 
to  the  economic  well-being  of  the  community, 
and  that  the  total  volume  of  trade  can  afford  no 
general  index  of  national  prosperity. 

If  that  is  true  of  trade  in  general,  it  is  still 
more  true  of  foreign  trade,  that  is  to  say  the 
trade  vhich  crosses  the  political  or  fiscal 
boundary.  That  is  only  a  part  of  the  national 
trade,  though  it  is  habitually  spoken  of  by  Free 
Traders  as  the  national  trade  without  further 
qualification.  From  what  has  been  pointed  out 
already  it  is  obvious  that  the  foreign  trade  of  a 
country  bears  no  fixed  proportion  whatever  to  its 
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total  production,  or  to  itc  total  prospehtv.  Ajiy 
argument  which  att«mpt«  to  ihow  that  on* 
country  it  more  pro«perou«  than  another,  bacama 
its  azport  trade,  or  ita  import  trade,  or  that 
fatuous  jumhle  of  the  two,  iu  *'  total  Tolume  of 
trade,"  are  greater,  it  fundamentallT  abturd. 
The  greater  a  State  and  the  greoter  the  rarietj 
of  the  commodities  which  it  can  produce  on  ita 
own  territory,  the  smaller,  as  a  rule,  will  be  the 
proportion  its  foreign  trade  bears  to  its  total 
Tolume  of  production.  On  the  other  hand,  a 
small  community  favourably  situated  for  the 
transportation  or  redistribution  of  goods  may 
have  an  enormously  disproportionate  Tolume  of 
foreign  trade.  A  comparison  of  the  foreign 
trade  of  Singapore  or  Hong  £ong  with  that  of 
the  United  States  would  suggest  that  the  two 
former  were  economic  units  quite  comparable  in 
importance  with  the  latter;  whereas,  of  course, 
the  real  test,  that  of  the  population  actually 
supported  by  their  industir,  shows  us  thai 
neither  of  them  is  more  than  any  one  of  a 
hundred    American   cities. 

There  is  a  very  good  eeneral  rule  for  the  test- 
ing of  any  argument,  that  is  to  carry  it  out  to 
its  fullest  extent  and  see  if  it  involves  an  absur- 
dity. Let  us  see  how  this  applies  to  foreign  trade 
as  the  index  of  prosperity.  Supposing  we  assume 
the  earth  to  be  united  in  a  common  economic 
system,  what  will  become  of  its  foreign  trade  P 
It  will  vanish  entirely.  As  far  as  I  Know  the 
earth  imports  nothing  from  outside  except  a 
small  quantity  of  shooting  stars  and  meteoric 
dust,  and  exports  nothing  to  space  except  a  little 
heat.  But  will  the  prosperity  of  the  earth  be 
affected  by  the  disappearance  of  its  foreign  trade? 
I  trow  not. 
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There  is  an  eyen  more  absurd  variant  of  the 
argument  from  foreign  trade,  which,  is  so  often 
produced  by  Free  Traders  in  the  present  con- 
troversy that  it  may  be  worth  examining,  even 
though  it  is  rather  a  digression  from  my  main 
theme:  I  mean  the  argument  based  on  figures 
of  exports  or  imports  per  head  of  population. 
This  calculation  as  to  exports  and  imports  per 
head  seems  to  have  been  devised  not  many  years 
ago  by  some  official  in  the  Board  of  Trade  with 
a  taste  for  simple  division.  Nowadays  whenever 
Tariff  Reform  shows  any  signs  of  activity,  Lord 
Avebury,  or  some  other  eminent  Free  Trader, 
weighs  in  with  a  letter  to  The  Times  to  show  that 
our  exports  per  head  are  greater  than  those  of 
any  other  country,  and  that,  therefore,  all  must 
be  well.*  But  if  the  proportion  of  foreign  trade 
to  total  production  and  consequently  to  popula- 
tion bears  no  comparison  in  two  countries,  it  is 
absurd  to  suppose  that  the  division  of  one  by  the 
other  should  produce  a  conclusion  of  any  value. 
A  few  instances  are  quite  sufficient. 

Since  Federation,  Australian  exports  per  head 
of  population  have  gone  down  from  £23  to  £14. 
What  has  been  the  cause  of  this  disastrous 
decline  in  Australian  prosperity?  Nothing  more 
than  that  a  great  deal  of  what  was  once  reckoned 
as  the  foreign  trade  of  each  particular  State  is 
no  longer  included  as  the  foreign  trade  of 
Australia.  Supposing  the  whole  world  were  to 
federate,  and  a  single  State,  let  us  say  Ireland, 
were  to  hold  out  for  economic  home  rule,  then, 

*  Ab  a  matter  of  fact  the  statement  is  incorrect  in 
fact  as  well  as  absurd  in  argument.  Australia,  New 
Zealand,  and  Belgium,  for  instance,  all  have  very  much 
higher  exports  per  head. 
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the  population  of  the  world  At  Urge,  being  about 
four  hundred  timet  thai  of  Ireland,  ita  foreign 
trade  per  head  would  be  only  one  four-hundredth 

?irt  of  the  foreign  trade  oer  head  of  Ireland. 
et  I  wonder  whether  Lord  Arebury  would  con- 
tend that  Ireland  under  those  circumstanoea 
would  neoeaaarily  be  four  hundred  times  as  proa- 
peroua  aa  the  rest  of  mankind  I 

Or  to  put  it  in  another  war:  the  export  trade 
per  head  of  a  country  depends  on  the  proportion 
of  those  employed  in  export  trade  to  the  total 
population.  Consequently  anything  that  dimin- 
ishes the  population  engaged  in  purely  home 
tosde,  at  once  sends  up  the  figure  for  the  export 
trade  per  head.  To  produce  a  really  rapid  and 
effective  rise  in  the  British  export  trade  per  head 
nothing  would  be  so  effective  as  the  immediate 
wiping  out  of  the  remnants  of  our  agricultural 
population;  or  indeed,  if  it  comes  to  that,  the 
immediate  massacre  of  all  women,  children,  and 
other  non-exporters.  Consider  to  what  blood- 
thirsty conclusions  even  the  kindliest  of  philan- 
thropists and  lovers  of  nature  may  be  led  by  loose 
reasoning !  It  is,  perhaps,  fortunate  that  we  are 
not  a  logical  nation.* 

Having  now  cleared  our  minds  of  the  funda- 
mental misconception  of  the  economists,  and  of 
the  more  elementary  absurdities  of  the  ordinary 

*  I  do  not  mean  to  say  that  all  oalcalatjont  baaed  on 
the  proportion  of  trade  to  population  are  valuelcaa.  On 
the  oontrarr,  if  used  with  proper  regard  to  the  eieei 
of  all  the  faotora  at  work  no  caktilatiooa  can  be  Bore 
uaeful.  Eren  as  regards  ezporta  per  head  anr  one  who 
has  studied  the  tinifloant  figures  marihaUe<!  br  Mr. 
Holt  SchooUng  in  his  ''British  Trade  Tear  Book"  wiU 
see  the  value  of  a  moderato  and  intelligently  applied  use 
of  this  sort  of  calculation.  . 
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Free  Trade  advocate,  and  recognising  that  trade, 
whether  home  or  foreign,  is  from  the  public  point 
of  view  purely  a  means  and  not  an  end,  let  us 
consider  how  far  the  greatest  freedom  of  trade 
is  conducive  to  the  greatest  amount  of  produc- 
tion and  the  greatest  consequent  well-being. 

To  begin  with,  let  us  ask  the  question  :  Would 
universal  Free  Trade  be  a  good  thing  for  the 
world  at  large,  irrespective  of  the  gain  or  loss  of 
any  particular  community? 

That  it  would  be  a  gain  is  generally  considered 
as  a  self-evident  axiom.  But  a  slight  examina- 
tion of  the  facts  will  cast  considerable  doubt 
upon  it.  Freedom  of  trade  undoubtedly  tends 
to  promote  industry  by  encouraging  the  division 
of  labour.  Again,  by  enlarging  the  market  open 
to  the  producer  it  encourages  him  to  increase  his 
output.  But  it  is  an  encouragement  strictly  on 
existing  lines;  it  takes  no  regard  of  potentiali- 
ties. It  gives  a  tremendous  advantage  to  those 
who  already  have  a  start;  paralyfies-jthosejdio 
are  less  f ar^adiMuttced ;  prevents  those  who  have 
liot  started  from  ever  entering  the  race.  Free- 
^\/dom  of  trade  confers  such  an  advantage  upon  the 
/established  industry  that  an  infant  industry, 
'  however  favourable  the  natural  conditions,  how- 
ever adaptable  the  people,  can  rarely  get  started 
in  the  face  of  it.  It  remorselessly  destroys  the 
weaker  industry  and  the  population  and  pros- 
perity connected  with  it.* 

•  Trade  has  undoubtedly  played  an  important  part  in 
encouraging  human  intercourse  and  in  helping  the  spread 
of  cirilisation.  In  ancient  times  trade  and  conquest 
indeed  were  practically  the  only  ways  in  which  one 
civilisation  came  in  contact  with  another.  To-day  the 
function    of    trade    in    spreading   scientific    or   practical 
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This  deiitructive  feature  of  Free  Trade,  m  well 
M  its  tendency  to  concent  rate  industry  and  com- 
merce at  fiointe  where  it  ii  already  rooted  and 
alonfc  channel!  that  have  already  formed  them- 
selves, haa  been  enormouily  enhanced  by  modern 
facilities  of  locomotion  and  transport.  Under 
primitive  conditionH  the  smallest  distance,  especi- 
ally by  laml,  acted  as  a  high  protective  duty  in 
favour  of  all  but  easily  transplortable  articles  of 
luxury.  Kvon  Cobden  could  assert  sixty  years 
ago  that  British  agriculture  would  never  suffer 
by  foreign  competition,  as  it  enjoyed  a  permanent 
protection  of  IQs.  a  quarter  in  the  freight  from 
America.  To-day  the  freight  from  New  York  to 
Liverpool  is,  I  lielieve,  nearer  lOd. ! 

knowledge  has  become  iQsigiii6csni,  at  least  amooK 
cirilued  nations,  and  tU  place  haa  been  taken  by  tram 
and  ftudr.  Our  knowledge  of  German  thought  or 
German  Industrial  methoda  is  not  derived  from  the 
epistolary  intercourse  between  the  British  importer  of 
Crennan  goods  and  the  German  manufacturer,  still  leas 
from  the  conrersation  that  maj  pass  between  a  British 
sailor  and  the  guard  of  the  Belgian  train  who  has 
brought  the  German  trucks  from  toe  German  frontier. 
English  Free  Trade  has  not  led  to  the  absorption  of 
German  ideas,  nor  has  German  Protection  excluded  free 
adaptation  of  British  inventions  and  industrial  methods. 
Trade  still  plays  a  part  in  bringing  about  personal  inter- 
eeurae,  and  extending  the  compr^ension  of  other 
countries  and  peoples  which  follows  from  such  intei^ 
course.  But  here  again  its  effect  is  much  less  between 
people  of  different  langusges  and  customs  than  between 
pneople  of  the  same  race,  speech,  habits  and  laws.  Free 
Trade  between  England  and  France  would  probably  not 
make  any  rery  appreciable  difference  to  the  effective 
ioteroourse  between  tho  two  oountriea.  Freer  trade 
between  England  and  Canada  undoubtedly  would.  In 
any  case  the  argument  in  the  text  above  deals  mainly 
with  the  direct  effecta  of  freedom  of  trade  upon  pro- 
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Free  Traders  readily  admit  that  universal  Free 
Trade  would  lead  to  the  destruction  of  many 
industries  in  many  places,  but  declare  that  the 
loss  would  be  more  than  compensated  by  the 
tremendous  development  in  each  part  of  the  one 
industry  for  which  it  was  most  fitted.  Universal 
Free  Trade  would,  no  doubt,  lead  to  great  in- 
dustrial aggregations  at  certain  spots  of  the 
world's  surface,  and  to  the  extensive  cultivation 
of  certain  favoured  agricultural  regions.  Never- 
theless it  by  no  means  follows  that  it  would  lead 
to  the  greatest  total  volume  of  production,  or 
maintain  the  largest  and  most  prosperous  popula- 
tion on  the  earth. 

Let  us,  following  the  example  of  Mr.  Balfour 
and  other  eminent  economists  before  him,  con- 
ceive the  case  of  two  islands  isolated  from  the 
rest  of  the  world,  the  one  more  suited  to  agricul- 
ture, the  other  having  a  more  industrially 
developed  population.  Let  us  also  assume  them 
to  be  inhabited  by  people  differing  sufficiently 
in  race,  speech,  religion,  form  of  government, 
social  customs,  to  prevent  any  large  proportion 
of  the  population  of  one  migrating  freely  to  the 
other.  Under  Free  Trade  conditions,  favoured 
by  cheap  and  easy  transport,  the  one  would  be 
almost  wholly  devoted  to  agriculture,  the  other 
to  industry.  The  trade  between  them  would  be 
very  large.  But  the  land  of  the  industrially- 
favoured  island  would  lie  fallow,  the  mineral 
wealth  and  the  industrial  aptitudes  of  the  agri- 
cultural island  would  remain  undeveloped.  The 
total  population  of  the  two  islands  together  would 
be  limited  by  the  food-supply  grown  in  the  one 
island.  The  pressure  of  population  on  subsis- 
tence might  no  doubt  cause  some  of  the  better 
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land  in  the  industrial  island  to  be  cleared.  But 
that  pressure  of  population  is  not  a  constant 
factor,  hut  one  that  rapidly  accommodates  itself 
to  the  economic  situation.*  It  would  not  under 
Free  Trade  conditions  cause  new  industries  to 
sprinf(  up  on  the  agricultural  island,  eren  if  it 
led  to  some  slight  spread  of  agriculture  on  tBe 
other.  As  a  second  altematiye,  suppose  the  two 
islands  absolutely  separated  economically,  tlwogh 
not  otherwise,  by  prohibitive  tariffs.  Each 
would  have  a  population  determined  by  its  total 
capacities,  but  the  a^icultural  island  might  lack 
many  elements  of  industrial  convenience,  if  it 
were  deficient  in  the  necessary  minerals  and  raw 
materials,  and  the  industrial  island  might*  find 
its  industrial  development  hampered  by  the 
limitation  of  its  food-supply.  Tnirdly,  let  us 
suppose  each  of  the  islands  to  have  a  tariff  so 
framed  as  to  stimulate  the  full  development  of 
all  its  resources  while  at  the  same  time  encourag- 
ing the  interchange  of  surplus  production.  The 
inaustrialists  might  protect  their  own  cattle  and 
wheat  and  vegetables,   but  freely  import  their 

*  The  orthodox  econoroisU  face  to  face  with  a  rapidly 
multiplving  proletariat  (the  creation  of  prerioua  in* 
dustrinf  legislation),  and  witnessing  the  enecta  of  the 
continuing  pressure  of  population  in  periodb  of  d»- 
pTMsion,  tended  to  assume  that  pressure  to  be  a  constant 
tsoter.  As  a  matter  of  fact  it  is  a  variable  factor, 
though  not  a  perfectly  elastic  one.  In  a  non-industrial 
oommunitT  pressure  of  nopulation  by  itself  will  nerer 
create  inaustries,  especially  in  face  of  foreign  competi* 
tion.  No  degree  of  indimtrial  depression  and  unemploy- 
ment in  this  country  will  of  itself  create  sufficient  extra 
prtSBore  to  rerire  British  agriculture  under  Free  Trade 
eoaditions.  The  reason  is  that  in  either  case  the  preasure 
automatically  diminishes  long  before  it  can  bare  Ha 
effect  in  transforming  national  conditions. 

b2 
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fruit  and  wine  and  oil.  The  agriculturists  might 
foster  their  own  textile  industries,  but  give  up 
the  attempt  to  create  a  great  metal  industry. 

Under  which  of  the  three  systems  should  we 
see  the  largest  volume  of  trade?  Undoubtedly 
under  the  first.  But  under  which  should  we  see 
the  greatest  total  development  of  prosperity? 
To  my  mind  there  can  be  little  doubt  that  it 
would  be  under  the  third.  As  between  the  other 
two  I  should  say  it  was  an  open  question,  depend- 
ing on  a  variety  of  practical  considerations, 
whether  complete  Free  Trade  or  absolute  pro- 
hibition of  economic  intercourse  would  create 
greater  prosperity. 

But  wnat  is  true  of  the  two  imaginary  islands 
is  equally  true  of  the  world  as  a  whole.  Uni- 
versal Free  Trade  might  very  possibly  result  in 
the  greatest  volume  of  international  trade,  but 
it  would  hardly  lead,  in  the  existing  conditions 
of  the  world,  to  the  largest  total  of  prosperity. 
The  case  against  universal  Free  Trade  is  admir- 
ably put  oy  Sir  J.  Byles  in  the  following 
passage :  * 

With  a  generally  diffused  system  of  protection,  con- 
centrating the  industrjr  of  eacn  country  on  its  own  soil 
and  indigenous  materials,  industry  flourishes,  wealth 
increases,  population  multiplies  throughout  the  globe. 
But  without  such  artificial  regulations,  population, 
industry  and  wealth  have  a  tendency  to  concentrate  and 
confine   themselves   to  certain   favoured   spots.       There 

•  From  *'  Sophisms  of  Free  Trade  and  Popular  Political 
Economy  Examined,"  a  remarkable'*work,  written  in  the 
very  hey -da  v  of  laisser  faitr  fanaticism,  in  which  the 
principles  of  a  sound  economic  policy,  in  its  bearings  on 
the  problems  of  British  trade,  of  Ireland,  and  of  the 
Empire,  are  stated  with  extraordinary  clearness  and 
vigour. 
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iadMd  thej  flouriah,  bat  ov«r  Um  vast  ar«*  of  the  world 
al  km  ilM^  luiT*  a  Undenej  to  dvindlo  and  docay. 
PtalADtioB,  uutMd  of  being,  as  has  boon  r»pr«aeDt«d, 
a  blight  on  unireraal  induatiy,  ia  a  STstom  of  unireraal 
irrigation,  diffuaing  induatry  vhero  induatrv  would 
othorwiae  never  have  flowed,  and  making  even  the  deaart 
rejoioa. 

Soppoae  Praaoe  were  inaaaa  enough  to  repeal  the 
lawa  protecting  the  manufactures  of  cotton  and  hard« 
ware,  where  would  bo  the  induatrv  of  the  banks  of  the 
Seine,  of  Rouen  and  Klhoeuf  P  What  would  become  of 
the  thririag  population  of  Tourcoing  aad  Roubaia,  and 
Mulhauaen  aad  8t.  Kticnne^  Manchester  and  Birming- 
ham and  OUuigow  and  Sheffield  would  prostrate  all,  and 
turn  the  bann  of  the  Seine  and  halt  of  the  thriring 
towna  of  Prance  into  a  deaert.  But  the  loaa  to  Prance 
would  be  ao  eaormoua  that  her  power  iA  purchaatng 
would  be  well  nigh  deatrojed.       We  ahould  eventually 

fun  little,  in  comparison  with  the  i>rodigioua  loaa  of 
raoce.  Then,  England  might  flourish ;  but  Prance, 
eseept  in  her  wint'-districts,  would  be  s  di<«ert.  Now, 
.both  flourish,  and  industry  is  diffused. 

Looking  at  the  enormous  industrial  develop- 
ment of  the  world  as  a  whole  in  the  last  fifty 
years,  the  growth  of  |M>pulution  and  prosperity, 
18  it  conceivable  that  humanity  at  large  would 
have  been  better  off  if  Europe  and  America  were 
still  confined  to  their  **  proper  vocation  "  of  agri- 
culture and  the  raising  of  raw  materials,  while 
England  with  a  population  of  possibly  sixty  or 
seventy  millions  were  producing  all  their  manu- 
factured goods  for  them? 

The  obvious  question  that  will  at  once  occur 
to  every  one  is :  Why  then  is  internal  Free  Trade 
considered  desirable  even  by  the  most  extreme 
Protectionists?  The  answer  is  that  it  is  all  a 
matter  of  degree.  In  the  first  place,  a  pertain 
extent  of  area  is  undoubtedly  desirable  in  the 
intereats  of  efficient  production.    A^iik,  the  die- 
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advantages  of  excessive  concentration  and  the 
tendency  to  keep  in  fixed  grooves  are  much  less 
in  the  case  of  Free  Trade  within  the  same  poli- 
tical unit  and  among  people  of  the  same  language 
and  habits  and  on  the  same  plane  of  economic 
development.*  Advantages  of  situation,  cheap- 
ness of  labour,  &c.,  may  be  quite  enough  to 
tempt  industry  from  one  part  of  a  country  to 
another,  when  they  might  never  tempt  capital 
and  enterprise  to  run  risks  under  foreign  laws 
and  with  such  entirely  unknown  elements  as  a 
foreign  working  population.  Tariff  protection 
is  as  a  rule  essential  to  tempt  industry  into  un- 
developed countries.  It  is  less  essential  to  tempt 
industry  to  another  part  of  the  same  country. 
Again,  inasmuch  as  the  people  of  one  country  are 
usually  more  or  less  on  the  same  plane  of  civili- 
sation and  economic  development,  the  evolution 
of  internal  Free  Trade  tends  to  be  not  so  much, 
destructive  as  selective,  and  so  provides  a  real 
incentive  to  enterprise.  Above  all,  internal 
Free  Trade  by  the  intercourse  it  promotes  tends 
to  political  unity  and  political  stability,  and  to 
that  it  may  be  well  worth  while  postponing  im- 
mediate economic  development  of  every  part  of 
the  national  territories. 

But  after  noting  all  these  qualifications  we 
may  still  suggest  tnat  in  a  political  unit  of  very 
considerable  extent,  comprising  vast  undeveloped 
areas,  including  races  on  very  different  social 
and  economic  levels,  even  internal  Free  Trade 
may  be  undesirable.     Internal  Free  Trade  in  the 

*  ThuB  List  expressed  himself  in  favour  of  Universal 
Free  Trade;  but  only  when  all  the  principal  nations  of 
the  temperate  zone  should  have  reached  an  equal  degree 
of  industrial  development. 
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Boman  Empire—free  food  for  the  citiiens  of 
Rome — ruined  Italian  agricalture  and  thui 
deetroyed  the  jeomen  farmers  of  Italy*  the  foun- 
dation on  which  the  Empire  wai  built  up.  It 
it  quite  conceivable  that,  at  far  as  purely 
eoonomic  considerations  go,  the  United  States 
might  with  adTantage  be  divided  into  two  or 
three  main  sones,  and  moderate  internal  tariffs 
introduced  as  between  these  sones.  In  the  case 
of  our  own  Empire  I  certainly  have  no  hesita* 
tion  myself  in  saying  that,  for  the  present,  at 
least.  Imperial  preference  with  moderate  internal 
tariffs,  gniduall^  decreasing  as  economic  condi- 
tions are  equalised,  is  vastly  preferable  to  the 
immediate  introduction  of  an  Imperial  ZoUvertin 
with  complete  internal  Free  Traae,  and  is  likely 
to  lead  to  a  greater  total  development. 

So  far  I  have  dealt  with  the  desirability  of 
Free  Trade  in  the  abstract,  whether  as  a  policy 
for  the  whole  world  or  as  an  internal  policy  for 
a  particular  community  irrespective  of  external 
conditions.  Now  let  us  consider  how  far  uni- 
versal Free  Trade,  apart  from  the  question  of  its 
being  good  for  the  world  as  a  whole  or  not,  might 
be  Mneficial  to  any  particular  country.  From 
what  has  been  brougnt  out  already  it  is  clear 
enough  that  whether  good  for  the  world  as  a 
whole  or  not,  universnl  Free  Trade  is  not  neces- 
sarily good  for  any  particular  country.  Univer- 
sal Free  Trade,  as  I  have  pointed  out,  tends  not 
to  the  diffusion  of  industry  and  well-being  but 
to  their  concentration  at  certain  places  and  along 
certain  grooves.  It  tends  not  to  the  development 
of  all  natural  resources  that  are  capable  of 
development,  but  only  of  those  that  are  in  some 
special   way  superior,  either  generally  or  tem- 
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porarily,  as  the  result  of  the  particular  condi- 
tions of  the  moment,  to  similar  resources  else- 
where. A  country  that  ])088e88ed  no  special 
advantages  or  special  aptitudes  niipht  thus  be 
left  out  altogether  and  have  practically  no  share 
in  the  material  development  of  the  world.  Ger- 
many would  be  a  typical  case  of  that  possibility. 
There  is  no  single  natural  feature  in  which  Ger- 
many compares  favourably  with  other  European 
countries.  The  German  race  is  not  naturally 
pre-eminent  in  any  department  of  economic 
activity.  Its  triumphs  in  the  past  have  chiefly 
been  confined  to  war,  philosophy,  and  music; 
and  none  of  these  could  permanently  support  a 
large  and  flourishing  population.  Once  aj^ain  I 
am  tempted  to  quote  a  passage  of  some  length 
from  Sir  J.  JJvles,  a  passage  which  would  apply 
very  well  to  the  Germany  of  his  day : 

There  are  some  few  countries  in  the  world  which 
enjoy  peculiar  facilities  for  the  production  of  particular 
commodities;  such  as  the  South  of  France,  for  coals 
Cuba,  for  sugar;  some  districts  of  England,  for  coals 
and  iron.  But  the  immeasurably  greater  portion  of  the 
surface  of  the  habitable  globe  consists  of  countries 
moderately — and  but  moderately — adapted  for  the  pro- 
duction even  of  the  necessaries  and  comforts  of  life,  of 
food,  clothing  and  lodging.  These  countries  can,  in 
every  single  article  that  they  produce,  be  surpassed 
and  undersold  by  some  country  or  other. 

Put  the  case  of  such  a  country,  with  moderate  facilities 
for  the  production  of  most  things,  with  extraordinary 
facilities  for  the  production  of  nothing.  It  can  grow 
wheat,  but  not  so  cheap  as  Poland ;  it  can  grow  wino, 
but  not  so  cheap  as  France  or  Spain ;  it  cau  manufac- 
ture, but  not  so  cheaply  as  England. 

First  imagine  that  country  under  a  system  of  pro- 
tection, so  strict  as  to  be  jealous,  and,  if  you  please, 
injudicious.  The  nation  cultivates  the  land,  and  works 
up  the  produce.     It  creates  wealth  at  both  ends  of  the 


THE  TRADE  FALLACY  H 

fwluuif*.  lu  maBttftotUTM  #sohAng«  with  iu  Agrieol- 
tural  prodoeU.  NAtiv«  iDdtMif7  can  and  doM  supply 
it  vith  Um  Bgewiari—  and  cooiforU  of  life.  A  oumrrout 
poDuUtion  ma  J  be  enplojed,  ft*d,  rlotbed  and  lodged, 
lodiuitry  and  plenty  r«<gB.  All  this  maj  be.  and  is. 
done  aoder  gr«it  natural  diaadrantagea  both  ol  aoil  and 
•ttmnto.  Human  art  and  induatry  triumph  nevertlieleai 
owr  trerj  obalaclc,  and  can  ratac,  aa  in  the  eaae  of 
Hc4Und,  a  great  and  powerful  8tat«  in  a  moram. 
Foreign  trade  will  in  the  end  be  introduced,  supplying 
Ittiunea  and  oarrTing  away  tupcrfluitica. 

Now  imagine  that  country  under  a  unirenwl  lyatem 
of  Free  Trade  and  unrettricted  imports.  Except  in  a 
few  faroured  spots,  it  cannot  grow  wheat;  for  Poland 
will  be  able  to  undersell  it,  not  only  in  foreign  markets, 
but  in  its  own.  It  cannot  manufacture;  for  in  cottona, 
hardware,  woollens,  and  other  products  of  manufacturing 
industry,  England  can  undersell  it  abroad  and  at  home. 
It  cannot  grow  vine,  for  France  or  Spain  can  erery- 
where  undersell  it.  Neither  can  it  continue  to  import 
its  corn,  its  manufactures,  or  its  wine  from  abroad,  for 
its  own  industry  being  superseded  and  smothered,  it  has 
nothing  to  giro  in  ezchsnge.  It  becomes  then  in  this 
oonditioo :  it  can  neither  grow  ^or  make  for  itself,  nor 
yet  buy  from  abroad.  It  goea  without,  or  if  not  entirely 
without,  it  is  scantily  and  wretchedly  supplied.  A 
starring  and  ragged  population  derive  a  wretched  and 
precarious  subsiston<*e  from  half-cultivated  land.  It  hus 
neither  domestic  industry  nor  foreign  trade. 

But  assame  that  a  particular  nation  does 
possess  some  8i)ecial  natural  advantage  or  some 
special  aptitude  on  the  part  of  its  people,  would 
universal  Free  Trade,  even  so,  be  a  good  thine 
for  itP  That  will  depend  entirely  on  the  total 
population  which  the  exercise  of  that  aptitude 
might  support,  as  compared  with  the  population 
which  could  be  supported  by  a  development  of 
all  the  resources  of  that  country.  To  recall 
again  the  first  passage  I  quoted  from  Byles,  the 
very'  fullest  development  of  the  French  wine 
industry  would  never  compensate  for.  the  aban- 
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donment  of  all  the  other  sources  of  well-beings 
which  the  French  population  at  present  enjoys. 
List,  in  aa  interesting  passage  of  his  work, 
argues  that  even  the  French  wine  industry  would 
suffer  as  the  result  of  Free  Trade  with  England, 
because  the  total  market  for  French  wine  in 
England  would  not  make  up  for  the  loss  of  tho 
home  market  for  French  wine  consequent  upon 
the  destruction  of  French  industries  by  English 
competition.  In  a  similar  fashion  he  shows  how 
the  Portuguese,  in  accepting  the  Methuen  treaty 
in  1703,  sacrificed  their  whole  industry,  and  un- 
limited possibilities  of  trade  with  the  East,  to 
a  small  immediate  development  of  their  vine- 
yards. 

•  Of  course  it  becomes  quite  a  different  question 
if  a  nation  has  not  only  one  or  two  special  apti- 
tudes above  other  countries,  but  a  whole  set  of 
those  special  aptitudes.  vSixty  years  ago  England 
had  a  special  aptitude  or  a  special  advantage  in 
practically  every  branch  of  manufacture,  more 
especially  in  the  manufactures  that  were  of  most 
universal  use  and  capable  of  supporting  the 
largest  population.  To  the  Englana  of  Cobden's 
day  universal  Free  Trade  would  undoubtedly 
have  been  an  enormous  benefit.  It  would  have 
fastened  our  economic  yoke  upon  the  whole  world, 
and  made  us  the  centre  of  a  great  trade  empire, 
more  powerful  than  any  political  empire  has 
ever  been.  The  Free  Traders  of  that  day  fully 
realised  this.  Nor  did  the  fulfilment  of  it  seem 
to  them  by  any  means  impossible.  The  Free 
Trade  theories  of  Adam  Smith  and  his  school 
had  captured  educated  thought  on  the  Continent 
just  as  much  as  in  England.  There  were  distinct 
indications  that  many  of  the  European  Govern- 
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menU,  influenced  br  tlieee  Tiewt,  were  hmnker- 
ing  after  Free  Trade,  but  were  deterred  bj  the 
bed  example  of  England  in  tbe  matter  of  tbe 


com  laws. 

In  1826,  before  the  formation  of  the  ZoU- 
ttrtin,  the  PruMian  Government  actually  made 
propoealfl  for  a  treaty  of  commerce,  promiiing  to 
introduce  no  changes  in  its  fiscal  system  for  m 
period  of  years,  and  specifically  not  to  increase 
its  duties  on  English  merchandise,  if  greater 
facilities  were  ffiven  in  England  to^  the  importa- 
tion of  com  and  timber  from  Prussia.  The  view 
of  the  House  of  Commons  then  was  that  a  pro- 
posal from  a  foreign  Qoyemment  for  altering 
the  British  com  laws  was  a  thing  that  could 
never  be  entertained. 

As  a  speculation,  as  a  bold  bid  for  a  great 
prise,  the  introduction  of  Free  Trade  in  1846 
may  have  been  well  worth  the  risk;  indeed,  it 
may  have  been  a  pity  that  it  was  not  introduced 
much  earlier.  But  it  was  a  ^>eculation  none  the 
less,  and  il  ought  to  have  been  abandoned  as  soon 
as  it  became  clear  that  the  other  side  was  not 
prepared  to  take  up  the  offer,  say  by  1880  at 
the  very  latest. 

It  is  an  interesting  thing,  in  this  connection, 
to  notice  the  tactful  astuteness  with  which 
Cobden  and  his  friends  argued  their  case.  Their 
real  object,  as  those  manufacturers  knew  quite 
well,  was  to  prevent  the  fostering  by  foreign 
tariffs  of  competing  industries  whose  future 
success  was  already  then  becoming  apparent. 
But  to  have  openly  confessed  this  would  not  only 
have  laid  them  open  to  the  charge  of  pure  selfish- 
ness and  have  estranged  the  theorists,  but  would 
also  have  afforded  arguments  for  tbe  Protection- 
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ists  in  other  countries.  So  the  Manchester  men 
with  infinite  discretion  devoted  themselves  to 
arguing  that  Free  Trade  would  be  beneficial  to 
the  world  at  large  as  well  as  to  British  industry, 
and  to  making  out  that  these  other  countries  were 
only  hurting  themselves  by  their  foolish  plans 
to  promote  sickly  industries  for  which  they  were 
not  fitted.  Mr.  Villiers,  indeed,  who  was  not  a 
manufacturer  but  a  simple-minded  young  scion 
of   the   aristocracy,    stated    the    real    facts   with 

ferfect  frankness;  and  his  early  speeches,  which 
have  lately  been  reading,  seem  to  me  to  afford 
the  best  justification  alike  for  the  Free  Trade 
movement  of  those  days,  and  for  Tariff  Reform 
to-day.  At  an  earlier  date  Lord  Brougham  had 
spoken  even  more  frankly  in  Parliament  of 
"  stifling  their  industries  in  the  cradle."  Curi- 
ously enough,  the  real  gist  of  the  movement  of 
those  days  has  been  largely  forgotten,  while 
only  the  outward  show  has  survivea.  What  Mr. 
Cobden  and  Mr.  Bright  said  with  their  tongue 
in  their  cheek,  and  with  the  other  eye  on  foreign 
Governments,  became,  a  generation  later,  the 
simple  faith   of  the  whole  nation. 

So  far  I  have  dealt  with  two  abstract  assump- 
tions of  the  Free  Traders  in  which  even  staunch 
Tariff  Reformers  in  this  country  are  usually 
quite  content  to  acquiesce,  namely,  that  universal 
Free  Trade  would  be  a  good  thing  for  humanity 
at  large,  and  that  it  would  also  necessarily  be  a 
good  thing  for  any  particular  country.  The  first 
assumption  is,  as  I  have  shown,  in  the  highest 
degree  doubtful ;  the  second,  I  venture  to  say,  is 
demonstrably  absurd.  But  the  Free  Trade 
theory  is  far  too  bold  to  rest  content  with  such 
comparatively    mild   assumptions    as    these.     It 


THR  TIlADK  FALLACY  61 

treats  them  as  mere  axioms  hardly  worth  proT- 
ing,  unci,  gr^^ing:  beyoml  them,  is  prepared  to 
justify  free  imports  as  th«  best  m>licy  for  a 
country  which  cannot  secure  Free  Trade.  And 
it  is  Free  Imports,  one-sided  Free  Trade,  or 
whateTer  you  like  to  call  it,  that  we  have  in 
England  to-day,  and  that,  for  the  present,  is 
approved  of  and  extolled  by  a  majority  of  the 
nation  and  a  still  greater  majority  of  the  econo- 
mists. I  hove  already  quotetl  more  than  once 
from  Mr.  Armitage>Smith  as  a  typical  latter- 
day  survival  of  the  orthodox  school.  The  char- 
acter of  his  defence  of  free  imports  is  fairly 
indicated   in  the  following  extract: 

OfMit  Britain  gaint  by  allowing  foreign  |{oods  to  eoter 
without  impo<limcnt,  wh^her  other  nstiont  oopj  her 
f*xamplo  or  not.  80  long  m  Ornit  Britjun  receiree  is 
return  for  her  exports  •  qusntitr  of  desirable  imports 
sufficient  to  corer  the  cost  of  proauction  of  her  exports, 
the  ia  A  gainer  bj  the  trade,  since  t)ie  thus  gets  goods 
she  requires  at  leaa  cost  than  she  could  produce  them 
herself.  .  .  .  Foreign  tariffa  maj  curtail  her  advan- 
tage  but  cannot  destroy  it,  for  if  loea  occurred  trade 
would 


What  does  the  argument  in  this  passage 
amount  toP  Simply  this:  that  the  trade  must 
be  profitable  and  desirable  because  it  exists,  for 
if  it  were  unprofitable  it  would  cease.  In  its 
simple  fatuity  the  argument  is  worthy  of  the 
best  specimens  of  Dr.  Pangloss.  Nobody  will 
dispute  that  there  must  be  some  element  of  profit 
somewhere  if  trade  goes  on  at  all.  The  Question 
is.  whether  the  system  is  more  profitable  than 
any  other  system  either  for  the  inaividuals  or  for 
the  nation  as  a  whole.  Such  trade  as  is  carried 
on   is  presumably  profitable  to  the  individuals 
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concerned,  at  least  compared  with  such  other 
openings  for  trade  as  may  he  availahle  under 
the  conditions  in  force  at  the  moment,  hut  it  is 
not  necessarily  the  most  profitable  trade  they 
might  conceivably  be  engaged  in.  iStill  less  does 
it  follow  that  it  is  the  most  profitable  trade  for 
the  nation,  or,  indeed,  that  it  is  of  any  profit  to 
the  nation  whatever. 

Mr.  Armitage-Smith,  it  is  true,  in  his  charm- 
ingly naWe  fashion,  begs  the  question.  "  So 
long  as  Great  Britain  receives  desirable  imports 
.  .  .  she  is  a  gainer  by  the  trade."  But  has 
he  any  right  to  beg  the  question?  What  valid 
ground  has  he  for  assuming  that  the  imports  in 
question  are  **  desirable  **  from  the  point  of  view 
of  Great  Britain,  or  that  she  is  a  gainer  by  their 
introduction?  Somebody  or  other  in  Great 
Britain  no  doubt  considers  them  desirable,  and 
is  individually  a  gainer  by  his  purchase,  but 
that  is  an  entirely  different  matter. 

We  come  back  once  more  to  our  old  distinc- 
tion. What  is  the  individual's  interest?  It  is 
the  net  profit  of  the  trade  in  which  he  is  con- 
cerned. Nothing  else  concerns  him,  neither  the 
previous  history  of  the  goods  he  buys,  nor  the 
subsequent  history  of  those  he  sells.  The  effects 
of  his  transaction  upon  industry  at  large  or  upon 
his  fellow  citizens  have  nothing  to  do  with  him. 
To  quote  List :  "  The  trader  will  import  poisons 
as  readily  as  medicines;  whether  his  importa- 
tions give  employment  and  subsistence  to  hun- 
dred thousands  or  throw  them  on  the  streets 
makes  no  difference  to  him." 

The  individual's  profit  has  nothing  to  do  with 
the  national  interest.  The  rate  of  private  profit 
is  no  measure  of  the  public  gain,  as  for  instance 
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in  Uie  ease  of  a  monopoly  or  a  nrindle.  Indeed, 
when  regnixied  from  the  national  point  of  riew 
priTate  profit  becomes  merely  an  incentiTe  to 
economic  actirity.  Where  the  indiridual  desire 
to  make  profit  ii  an  incentive  to  activity  which 
is  from  the  national  point  of  view  desirable  it 
should  be  encouruged.  Where,  on  the  other 
hand,  it  is  an  incentive  to  activities  that  are 
undesirable  from  the  public  point  of  view,  e.g., 
highway  robbery  or  the  issuing  of  a  fraudulent 
prospectus,  it  is  better  discouraged.  And  the 
question  at  issue  is  just  whether  the  economic 
activities  encouraged  under  a  system  of  un- 
restricted and  unr^i^ated  imports,  coupled  with 
the  pressure  of  restrictions  end  regulations  else- 
where, are  or  are  not  desirable  from  the  public 
point  of  view  and  deserving  of  encouragement. 

In  what,  on  the  other  hand,  does  the  national 
interest  consist?  It  does  not  consist  in  the  profits 
of  individuals,  nor,  as  I  have  shown  earlier  in 
the  present  address,  in  the  volume  of  trade, 
internal  or  external.  It  consists  in  the  total 
volume  and  efiiciency  of  its  production  u|ion 
which  the  employment  and  well-being  of  the 
citixens  depend,  or,  in  other  words,  in  the  fullest 
development  of  all  its  resources,  material  and 
moral.  What  we  have  to  consider,  then,  is  to 
what  extent  that  interest  is  affected  by  foreign 
trade.  We  shall  not  begin  by  assuming  off-hand 
that  foreign  trade  must  be  a  benefit  because  it 
exists,  but  shall  try  and  discover  how  and  In 
what  ways  foreign  trade  may  be  beneficial  or 
possibly  even  injurious  to  a  nation. 

I  have  already  pointed  out  that  the  volume  of 

to  the  total  production  and  consequent  prosperity 
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of  a  countrj.  What  I  now  want  to  make  clear 
is  that  the  volume  of  foreign  trade,  whether  ex- 
port or  import  trade,  affords  no  indication  even 
of  the  desirability  of  that  trade  from  the  national 
-point  of  view.  There  is  no  national  advantage 
foreign   trade   bears  no  fixed   relation   whatever 

Even  from  the  individual  point  of  view  the 
advantage  in  trade  does  not  consist  in  the  actual 
process  of  exchange,  or  in  the  volume  of  goods 
exchanged,  but  in  the  circumstances  preceding 
or  following  after  the  act  of  exchange:  the  pre- 
vious exercise  of  a  special  skill  or  the  enjoyment 
of  special  economic  advantages  on  the  part  of 
the  seller,  in  virtue  of  which  he  is  able  to  make 
a  profit,  the  subsequent  utilisation  of  the  article 
by  the  purchaser.  Individuals  do  not  exchange 
monej^  for  money,  or  boots  for  boots :  there ' 
would  be  no  advantage  in  such  a  transaction, 
however  great  its  volume. 

The  same  is  true  of  the  foreign  trade  of  a 
nation  regarded  as  a  yvhole  and  from  the  national 
-point-  of-riew,  bnt^  that  the  national  vfti^»e-ol — ^ 
or  disadvantage  in  foreign  trade  in  the  abstract, 
whether  its  volume  be  great  or  small.  The 
advantage  lies  in  the  previous  exercise  of  pro- 
ductive activity  represented  in  the  exports  and 
in  the  opportunity  for  the  future  exercise  of 
protluctive  activity  furnished  by  the  imports. 
Or,  to  say  the  same  thing  somewhat  differently, 
it  is  the  employment  represented  in  the  exports, 
and  the  employment  the  imports  are  still  capable 
of  giving,  that  determine  the  national  value  of 
foreign  trade.  Conversely  there  is  national  loss 
when  articles  are  exported  upon  which  pro- 
ductive activity  might  still  have  been  expended 
and    employment    given,    or    articles    imported 
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which  furniiih  oo  opportuoity  for  further  pro* 
duction  or  oven  ditpltce  and  check  produciiou. 
lu  either  caie  the  national  g^in  or  Iom  bear* 
uo  relation  to  the  volume  of  the  trade,  but  lolely 
to  the  character  of  the  articles  in  which  that 
trade  is  conducted.  It  is  not  in  the  Custom- 
house returns  or  in  the  bank  balances  of  the 
merchants  that  we  must  look  for  the  national 
value  of  a  country's  foreign  trade,  but  in  the  out* 
put  of  its  factorieH  and  in  their  weekly  puy-sheets. 
To  illustrate  my  meaniofc  let  us  revert  to  our 
previous  imaginary  instance  of  the  two  adjoin- 
ing islands.  But  in  this  case,  instead  of  sud- 
posinff  them  dififerent,  let  us  assume  them  to  oe 
exactly  alike  in  every  natural  resource  and 
equally  developed  agriculturally  and  industri- 
ally. Let  us  further  ossume  each  of  them  to  be 
large  enough  to  provide  a  market  that  will  allow 
of  production  on  an  efficient  scale.  A  com- 
paratively low  tariff  will  probably  suffice  to  pre- 
vent practically  any  trade  ftprin^ing  up  between 
them.  Now  what  will  happen  if  all  fiscal  im- 
pediments between  them  are  withdrawn  P  In  all 
probability  a  very  large  volume  of  trade  will 
develop  between  the  adjacent  portions  of  the 
two  islands,  determined  not  by  differences  in 
their  products  and  aptitudes  but  simply  by  con- 
venience of  proximity  and  cheapness  of  freights. 
But  there  will  be  no  substantial  addition  to  the 
productive  powers  of  either  island,  which  are 
already  fully  engaged.  The  national  gain  from 
foreign  trade  in  either  island  will  therefore  be 
measured  not  by  the  volume  of  the  trade  but 
purely  by  the  marginal  difference  in  the  freights, 
a  difference  which  may  represent  only  the 
merest  fraction  of  the  rrosa  value  of  the  trade. 


66  FALLACIES  OP  FREE  TRADE 

Now  let  us  suppose  sailors  from  these  islands 
were  to  discover  a  more  remote  third  island  con- 
taining  many   natural    resources  either   wholly 
lacking  to  the  first  two  islands  or  at  any  rate 
present  in  them  in  smaller  quantities  than  the 
abilities  and  energies  of  their  people  could  work 
up.     Further,  suppose  this  island  to  be  inhabited 
by  people  on  a  lower  plane  of  industrial  develop- 
ment, quite  incapable  of  making  the  fullest  use 
of  those  resources.     A  trade  will  naturally  spring 
up  between  the  third  island  and  the  first  two, 
the   inhabitants   of  the   new   island   exchanging 
the   raw    materials   they   do   not   know    how    to 
utilise  for  the  manufactured  articles  which  they 
cannot  make  at  all  or  else  only  at  great  cost. 
The  gross  value  of  the  trade  may  not  be  very 
great.     But    the   gain    to   the   industrial    islands 
will  consist  not  in  the  value  of  that  trade,  but 
in  the  total  addition  to  the  national  production 
made   possible  by   the   importation   of   an   addi- 
tional supply  of  raw  materials,  an  addition  which 
might  be  ten  times  the  value  of  the  raw  materials 
at  the  port  of  entry.     In  fact  the  gain   to  the 
industrial   islands  would  be  practically   equiva- 
lent to   the   complete    annexation    of   the    third 
island  minus  the  actual  price  paid  for  the  raw 
materials. 

The  third  island,  on  the  other  hand,  will  gain 
by  the  trade  in  so  far  as  the  easy  acquisition  of 
manufactured  goods  and  instruments  of  produc- 
tion will  enable  it  to  develop  its  internal 
resources  further  than  it  has  hitherto  done,  and 
thus  support  a  larger  and  more  prosperous  popu- 
lation on  the  basis  of  its  existing  primitive 
industries. 

But   let   uft   suppose    the   third   island    to   bo 
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already  deTelopinr  all  iU  primary  rMouroea,  and 
utilising  tliem  inauftrially,  though  it  may  not 
vet  have  attained  to  the  same  level  of  industrial 
development  as  the  other  two.  In  that  case  Free 
Trade  with  the  more  industrial  islands  will 
destroy  ita  industries  without  any  compensating 
increase  in  the  development  of  the  more  primary 
economic  orocesaes.  The  volume  of  foreign 
trade  will  tnen  spell  not  gain  but  loss.  The  ex- 
port of  its  wool,  for  instance,  and  the  import 
of  woollen  cloth  will  mean  for  it  one  and  the 
same  thing,  the  throwing  out  of  employment 
and  eventual  annihilation  (not  transference)  of 
that  part  of  its  population  which  depended  on 
spinning,  weaving,  and  all  the  other  processea 
attendant  on  the  conversion  of  raw  wool  into 
cloth. 

Dismissing  the  third  island  from  our  purview 
lot  us  return  once  more  to  the  first  two,  and  let 
us  suppose  them  to  be  in  all  other  respects  the 
same,  out  under  different  .fiscal  systems,  the  one 
free  importing,  the  other  with  a  tariff  so  framed 
as  to  exclude  finished  manufactures,  but  to  let 
in  raw  materials,  and  with  every  form  of 
Government  encouragement,  lowering  of  freights 
or  even  bounty,  given  to  the  export  of  manu* 
factures.  Industnal  conditions  being  approxi- 
mately equal,  the  Government  assistance  given  to 
the  manufacturers  in  the  Protectionist  island 
will  enable  them  to  beat  the  unaided  manufac- 
turers of  the  free  importing  State  in  their  own 
market.  As  the  goods  of  the  latter  cannot  be 
sold  in  the  Protectionist  island,  the  conditions 
of  the  money  market  will  tend  to  force  the  export 
from  the  free  importing  island  of  the  ravr 
materials,  which  alone  its  Protectionist  noighboul* 

9  2 
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will  accept.  In  other  words  the  individual  pro- 
ducer of  raw  materials  will  find  it  most  profit- 
able to  send  his  goods  abroad.  A  considerable 
trade,  and  one  which  for  a  long  period  may  be 
a  steadily  growing  one,  will  go  on  between  the 
two  countries.  To  the  Protectionist  State  it  will 
be  a  trade  of  great  value  in  virtue  of  the  raw 
materials  its  policy  has  managed  to  suck  within 
its  boundaries,  and  which  it  buys  with  its  surplus 
manufactures.  To  the  free  importing  State,  on 
the  other  hand — as  distinct  from  the  individuals 
who  carry  on  the  trade — the  trade  will  mean 
pure  loss;  it  will  have  suffered  by  the  artificial 
restrictions  of  its  neighbour,  and  by  its  own 
neglect,  in  exactly  the  same  fashion  as  if  it  had 
been  on  a  lower  stage  of  industrial  development, 
and  had  been  injured  by  open  competition. 

If  the  free-importing  island  now  follows  the 
example  of  its  neighbour,  and  introduces  a 
similar  tariff  system,  its  foreign  trade  will  at 
once  decline.  But  that  decrease,  so  far  from 
representing  a  national  loss,  will  represent  a 
national  gain,  for  its  industries  will  no  longer 
be  displaced,  and  the  productive  potentialities — 
the  potential  man-power  and  well-being — con- 
tained in  its  raw  materials  will  no  longer  be 
sucked  across  into  the  territory  of  its  neighbour. 

I  think  these  hypothetical  instances  of 
different  types  of  foreign  trade  will  be  sufficient 
to  bring  out  my  general  point  that  it  is  the 
character,  and  not  the  volume  of  trade  that  is 
important  from  the  national  point  of  view.  I 
will  now  give  one  or  two  instances  which  may 
furnish  some  indication  of  the  actual  quantita- 
tive difference  in  value  from  the  national  point 
of  view  between  equal  volumes  of  foreign  trade. 
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Take  the  cmte  of  an  indoitry  like  tke  woollen 
industry.  The  raw  wool  goes  throug^h  a  leriee 
of  proceeset,  in  each  of  which  it  is  increaaed  in 
Talue,  the  increaae  being  represented  in  the  em- 
ployment and  wages  of  the  workers  (using  the 
word  in  the  broadeai  sense)  engaged  in  thoae 
processes.  In  the  end  the  most  highly  finished 
article  may  represent  a  Talue  iiTe  or  ten  times 
as  great  as  that  of  the  original  raw  material 
which  enters  into  it. 

Now  let  us  consider  a  foreign  trade  on  the 
part  of  an  infhistriul  nation,  in  which  it  imports 
xl,000,000  worth  of  raw  wool,  and  exports 
£1,000,000  worth  of  fine  woollen  cloth.  What 
is  the  national  gain  in  the  transaction?  It  is 
not  in  the  volume  of  exports  and  imports  added 
together.  Nor  is  it  in  the  exports  alone.  Our 
export,  as  Free  Traders  have  often  rightly 
pointed  out,  is  in  itself  a  loss,  a  sacrifice  made 
to  secure  something  more  valuable.  Nor  is  it  in 
the  money  profits  of  the  exporters  and  importers. 
But  where  it  is  to  be  founa  is  in  the  productive 
process  that  takes  place  in  the  conversion  of 
raw  wool  into  cloth.  The  original  £1,000,000 
of  wool  is  converted  into,  let  us  say,  £5,000,000 
of  cloth.  Of  this  £1.000,000  worth  is  exported 
in  order  to  pay  for  the  original  raw  material. 
It  is  the  remainder,  the  £4,000,000  of  woollen 
goods  left  for  consumption  in  the  countnr— or 
what  is  the  same  thing,  but  from  a  different 
point  of  view,  the  £4,000.000  worth  of  employ- 
ment given  by  the  full  industrial  utilisation  of 
the  raw  wool-- that  constitutes  the  national  gain, 
a  gain  in  this  case  four  times  as  great  as  the 
total  export. 

Let    us    next    suppose    the   character    of    the 
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foreign  trade  in  wool  chnngqd,  its  volume  still 
remaining  the  same,  and  let  the  £1,000,UOU  of 
raw  wool  be  purchased  by  the  export  of 
£1,000,000  worth  of  what  are  known  as  **  tops,'* 
or  wool  that  has  passed  through  the  first  processes 
of  cleansing  and.  combing.  I  have  not 
attempted  to  verify  the  actual  figures,  but  I 
believe  the  additional  value  created,  or  employ- 
ment given,  in  converting  wool  into  tops  is  very 
small,  something  less  than  twenty  per  cent,  of 
the  original  value  of  the  wool.  We  then  have 
£1,000,000  of  wool  converted  into  £1,200,000 
of  tops;  of  these  £1,000,000  are  sacrificed  in 
order  to  pay  for  the  wool,  leaving  only  £200,000 
of  tops  in  the  country.  The  national  gain  in 
this  case  consists  in  the  £200,000  of  tops,  which, 
if  fully  utilised,  would  eventually  be  worked  up 
into,  let  us  say,  £800,000  of  woollen  cloth  and 
represent  in  all  some  £800,000  of  employment 
and  subsistence  afforded  to  the  workers  of  the 
country.  With  the  same  volume  of  foreign 
trade  there  is  a  national  loss  of  over  £3,000,000 
— a  decrease  of  £3,000,000  in  the  national  wages 
bill — consequent  on  the  change  in  the  character 
of  the  trade. 

Now,  in  the  absence  of  regulations  to  the  con- 
trary, such  a  change  from  a  trade  involving 
£4,000,000  of  national  gain  to  one  involving 
only  £800,000  might  be  brought  about  by  the 
merest  marginal  difference  in  profit  to  the  indi- 
vidual exporters  in  exporting  tops  rather  than 
woollen  cloth. 

Take  another  pair  of  examples :  let  us  suppose 
an  import  of  £1,000,000  of  iron  and  tin  ore 
bought  by  £1,000,000  of  finished  tin  plate.  The 
national  gain  will  be  represented  by  the  total 


THE  TRADE  FALLACY  Tl 

possible  national  utilisation  of  the  ore  still  re- 
maining in  the  country  after  providing  for  the 
necessary  £1.000,000  worth  of  exi)ort,  a  matter 
of  seyeral  millions  at  the  least.  Let  the  foreign 
trade  in  this  case  be  converted  into  a  trade  of 
equal  volume,  but  consisting  of  an  import  of 
£1,000,000  of  **  billets"  (which,  I  believe,  is 
the  last  stage  of  the  metal  preparatory  to  its 
being  converted  into  sheets  for  tinning)  and  an 
export  of  £1.000,000  of  **  black  sheeU"  U., 
sheets  which  have  not  yet  been  tinned.  I  do 
not  know  the  increase  in  value,  or  in  other 
words  the  amount  of  employment,  incidental  to 
the  conversion  of  billets  into  black  sheets.  But 
one  thing  is  certain :  it  is  only  a  fraction  of  the 
total  increase  or  total  employment  represented 
in  the  conversion  of  the  ore  into  the  finished  tin 
plates.  A  far  greater  proportion  of  the  import 
11  consequently  sacrificed  in  the  export.  The 
residue  available  for  the  exercise  of  industrial 
activity  within  the  country,  the  employment 
represented*  in  the  whole  process— m  other 
words  the  national  gain — are  far  less. 

A  more  complicate  pair  of  instances,  but  one 
illustrating  the  same  principle,  will  be  if  we 
suppose  a  foreign  trade  consisting  of  an  import 
of  iron  ore  paid  for  by  an  export  of  highly 
finished  iron  goods  to  m  changea  into  one  con- 
sisting of  an  import  of  finished  iron  goods  paid 
for  by  an  export  of  coal,  the  coal  being  a  native 

*  The  empkijinent  fomiahed  br  the  irannctiAn  is 
«qual  to  the  total  ralue  of  the  residue  when  fullj  worked 
up :  the  employment  furnished  by  the  part  exported 
being  represented  in  the  ralue  of  the  raw  material  atill 
left  in  the  coantr^.  which  ia,  so  to  speak,  the  price  of 
the  labour  and  skill  put  into  the  export. 
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product  of  the  industrial  country  in  question. 
In  the  first  case  the  amount  of  the  imported  ore 
and  of  the  native  coal  represented  in  the  exported 
goods  is  very  small,  and  the  whole  of  the  rest  is 
available  for  internal  utilisation,  to  increase  the 
total  of  employment  and  swell  the  sum  of  the 
national  well-being.  In  the  second  case  the 
whole  of  this  employment  and  well-being  is  lost, 
the  loss  consisting  both  in  the  import  of  the 
finished  goods  as  compared  with  the  ore,  and 
in  the  export  of  the  coal  as  compared  with  the 
export  of  finished  goods. 

These  instances  will,  I  think,  suffice  to  show 
that  the  national  gain  by  foreign  trade  is  not 
measured  by  the  volume  of  that  trade,  and  is 
not  to  be  sought  in  the  actual  process  of  ex- 
change, which  is  neither  gain  nor  loss.  It  is 
measured  by  the  economic  activities  stimulated 
by  the  exports,  or  furnished  by  the  imports  with 
their  necessary  basis  of  raw  material.  If  that 
trade,  on  the  other  hand,  results  in  a  decrease 
of  production,  either  actually,  or  relatively  to 
the  production,  which  would  result  if  the  char- 
acter of  the  trade  could  be  altered,  then  it  is 
from  the  national  point  of  view  a  losing  trade, 
and  the  measure  of  the  loss  is  the  actual  or 
relative  decrease  of  production. 

It  must  be  remembered,  however,  that  the  gain 
or  loss  in  foreign  trade  turns  not  only  upon  the 
character  of  the  gowls  exported  and  imported, 
but  upon  their  character  relatively  to  the  re- 
sources and  aptitudes,  actual  and  potential,  of 
the  particular  country.  In  the  instances  just 
given  I  have  supposed  a  country  possessed  of 
nigh  industrial  skill,  but  lacking  raw  materials. 
An    industrial    country    possessed    of    boundless 
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■heep  runs  not  ntiliied  in  any  other  way,  would 
loae  if  it  imported  raw  wool  instead  of  derotinff 
itaelf  to  $heep  railing  at  well  aa  to  spinning  ana 
weaving.  The  same  coontrv,  if  the  industrial 
aptitudes  of  its  people  are  low,  would  probably 
be  wiser  if  it  exported  its  wool  and  bought  its 
woollen  cloth  finished;  the  total  population  and 
well-bein|^  it  could  sustain  by  the  exercise  of  the 
industry  it  is  skilled  in  being  greater  than  that 
which  might  be  sustained  by  the  attempt  to 
practise  an  industry  for  which  it  has  no  aptitude 
and  no  reasonably  near  prospect  of  developing 
one.* 

After  all  these  hypothetical  and  abstract  in- 
stances let  un  now  come  to  the  concrete  practical 
case  of  Kngland.  Here  wc  have  a  comparatively 
small  country  supporting  a  dense  population 
mainly  by  industry,  i.e.,  by  the  working  up  of 
raw  materiols  into  finished  articles  of  use. 
Originally  enjoying  the  a<]vantage  of  abundant 
raw  materials  and  a  sufficiency  of  food  within 
itself  for  a  smaller  population,  it  has  long  ago 
ceased  to  be  able  to  supply  its  total  requirements 
of  anv  raw  material  except  coal,  and  as  regards 
food  18  not  only  unable  to  meet  its  whole  require- 
ments, but  does  not  even  attempt  to  secure  the 
full  utilisation  of  its  limited  acrea^.  It  is 
obvious  that  the  existence  and  well-being  of  the 
population  of  England,  and  still  more  Uie  pos- 


it   is    this    oeceMarv    quslification    thst    the    FTse 
dert  seiaed  upon  and  made  s  cardinal   principle  uf 
their  theory  of  intornational  trade.    Their  mistase  laj 


ia  regarding  human  aptitudes  as  fixed  and  unchangeable 
of  as  the  reaulta  of  practice,  And  in  auppoaiaa 


that  the  greatest  total  of  population  or  well-being  oooM 
t^  in 


be  created  in   anj  one  country   bjr  the  lercise  ol 
particular  aptitude  or  the  exploitation  of  one  particuUr 
natural  advantage. 
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sibility  of  a  large  increase  of  that  population  or 
a  rise  in  its  standard  of  well-being,  depend 
directly  upon  the  volume  of  its  imports  of  raw 
materials,  and  upon  the  export  of  manufactured 
gomls  in  sufficient  quantity  to  purchase  not  only 
those  raw  materials  but  also  the  national  require- 
ments in  the  way  of  food-stuffs.  In  a  country  of 
tkis  character  any  export  of  a  raw  material  or  an 
unfinished  article,  any  import  of  a  partially  or 
wholly  manufactured  article,  which  can  be  made 
in  the  country,  spells  grave  national  loss,  a  loss 
measured  not  by  the  value  of  the  articles  im- 

Sorted  or  exported,  but  by  the  sacrifice  of  in- 
ustrial  possibilities  involved. 
This  has  always  been  realised  whenever  the 
economic  problem  has  been  seriously  considered 
in  England.  In  1721  the  King's  speech  at  the 
opening  of  Parliament  asserted  it  as  an  evident 
axiom  that  nothing  contributed  so  much  to  the 
public  welfare  as  the  export  of  manufactures  and 
the  import  of  foreign  raw  materials.  The  whole 
object  of  Cobden  and  Bright  was  by  one  and  the 
same  operation  of  abolishing  British  tariffs  to 
encourage  the  importation  of  raw  materials  and 
food-stuffs  (which  from  the  capitalist's  point  of 
view  are,  in  a  sense,  raw  materials  too),  and.  to 
create  a  wider  market  for  their  exports  of  manu- 
factures. And  for  a  good  many  years  the  results 
seemed  fully  to  justify  the  method  adopted  to 
secure  the  object  in  question. 

But  is  that  object  being  secured  to-day?  The 
volume  of  our  foreign  trade,  it  is  true,  is  still 
steadily  increasing;  even  our  exports,  though 
they  have  increased  less  rapidly  than  our  im- 
ports, are  growing  nevertheless.  But  the  char- 
acter of  our  trade  is  changing  entirely.     The  pro- 
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portion  of  raw  materials  and  partially  finished 
goods  has  been  steadily  growing  in  our  exports, 
the  proportion  of  finished  manufactured  goods 
hat  Men  growing  eTen  more  rapid  I  v  in  our  im- 
porU.  Tn  188.)  we  imported  £1(>').0()<).()0()  of  raw 
materials  and  i'o^i.OOO.OOO  o^  manufactured 
articles.  In  1904  wo  imnorted  £182,000,000  of 
raw  materials  and  £135,000,000  of  manufactures. 
In  1907,  a  year  of  great  industrial  activity  and 
high  prices  for  raw  materials,  we  imported 
£:M1,600,000  of  raw  materials  and  £164,000,000 
of  manufactures.  No  figurea  could  be  more  sig- 
nificant than  those  of  our  net  export  of  manu- 
factures during  the  last  thirty  years.  By  net 
export  of  manufactures  I  mean  the  excess  of  our 
manufacture<l  exports  and  re-exports  over  our 
manufactured  im|>orts,  which,  apart  from  interest 
and  freight  earnings,  constitutes  our  power  of 
purchasing  food  ana  raw  materials. 

NET    EXPORT    OF    MANUFACTURES.^ 


ATerag* 

Per  100 

Annual 

of  POpala- 

Value. 

UOQ. 

Period. 

Million  £. 

£. 

1880-80 

136-S 

380 

1881-90 

138-0 

381 

188S-01 

136-8 

376 

1889-92 

133-7 

375 

1884—93 

1300 

864 

1885-M 

186-3 

351 

1886-96 

184-8 

338 

1887-96 

183-8 

331 

he-  abore  Uble  is 

Uken  from  Mr.  He 

»lt  SobooUag 

tliags 
"  British  Trade  Book  "  (third  issue,  p.  101).  In  the  table 
giren  in  the  first  edition  of  the  present  work  no  sllowaaee 
was  made  for  re-exports  of  ounafactures,  but  the  tsUe 
above  gires  a  more  correct  account  of  tbe  situation. 
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NET  EXPORT  OF  MANUFACTURES-contimi«d. 

Average  Per  100 

Annu^  of  Popula- 

Value.  tion. 

Period.                       Million  £.  £. 

1888— W7          .        .         121-0  .  .  326. 

1889—98         .        .         117-7  .  .  316 

1890—99         .        .         114-2  .  .  304 

1891—1900     .        .        1090  .  .  292 

1892-1901      .        .         106-8  .  .  279 

1893—1902      .        .         10r)-6  .  268 

18Q4— 1903      .        .         106-0  .  .  263 

1895—1904      .        .         1080  .  .  264 

1896-1905     .        .         111-4  .  270 

181)7-1906     .        .         116-7  .  .  279 

1898—1907      .        .        127-1  .  .  301 

These  figures,  striking  as  they  are,  hardly  give 
the  full  measure  of  our  industrial  decline.  Ihey 
have  been  derived  by  subtracting  the  official 
totals  of  manufactured  and  partly  manufactured 
imports  from  the  similar  exports  and  re-exports 
without  any  att-empt  to  allow  for  the  fact  that 
our  manufactured  imports  are  tending  to  be  more 
and  more  finished  and  our  manufactured  exports 
more  and  more  partially  finished.  We  import 
more  woollen  cloth  and  nosiery,  we  export  more 
yarn  and  tops  than  we  used  to. 

Meanwhile,  between  1882  and  1902  the  German 
net  export  of  manufactures  rose  from  £50,000,000 
to  £91,400,000,  and  stood  at  £143,900,000  in 
1907.  In  the  same  period  their  import  of  raw 
material  rose  from  £64,000,000  in  1882  to 
£128,000,000  in  1902,  and  £218,000,000  in  1907. 
In  the  case  of  France  the  net  export  of  manu- 
factures has  risen  from  about  £40,000,000  in  the 
early  eighties  to  over  £60,000,000  ^£67,400,000 
in  1907),  while  in  the  same  period  the  import  of 
raw    material    has    risen    from    £96,000,000    to 
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£114.000,000  (£156.000,000  in  1907).  I  km^  no 
American  fignret  by  me,  but  even  in  that  conntnr, 
where  foreign  trade  plavt  lo  tmall  a  part  in  the 
whole,  the  manufacturea  ezporta  haTe  increaaad, 
the  manufuctured  imports  have  decreased,  the 
imports  of  raw  materials  have  increased  Terj 
Unrely. 

To  what  conclusion  do  these  figures,  on  the  face 
of  them,  lead  usP  Following  the  argument  which 
I  haTe  been  developing  at  such  length,  we  should 
be  almost  hound  to  conclude  from  these  figures 
alone,  and  in  the  absence  of  all  corroboration, 
that  the  productive  power  of  these  other  countries 
had  grown  much  more  rapidly  than  ours.  They 
have  Men  steadily  increasing  their  import  of  the 
raw  materials  by  which  industry  is  sustained 
and  on  which  an  industrial  population  lives,  and 
diminishing  the  proportion  of  raw  materials  they 
have  had  to  sacrifice  in  their  export  in  order  to 
secure  these  life-giving  imports.  We  have  been 
importing  more  and  more  articles  the  industrial 
nourishment  in  which  has  already  been  exhausted 
by  the  process  of  manufacture,  and  exporting  a 
larger  proportion  of  articles  before  their  complete 
industrial  utilisation.  It  only  stands  to  reason 
that  our  industrial  organism  cannot  have  de- 
veloped as  rapidly  or  as  vigorously  as  theirs. 

What  are  the  facta  aa  far  as  they  can  be 
ascertained  ?  Thirty  years  ago  we  produced  more 
iron,  more  steel,  more  machinery,  more  wool, 
more  cotton,  in  fact  more  manufactured  goods  of 
every  kind  than  any  other  country  in  the  world, 
and  in  most  of  these  great  staple  industries  more 
than  anv  other  two  countries  combined.  We 
employed  more  men  and  paid  a  larger  total  of 
wages.    To-day  there  is  not  a  single  one  of  the 
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great  industries — except  shippinff — in  which  we 
stand  at  the  head  of  the  list,  and  more  than  one 
in  which  we  are  not  even  second.  Our  birth-rate 
has  been  steadily  declining  during  the  same 
period.  The  German  birth-rate  has  increased 
enormously,  the  great  volume  of  German  emi- 
gration has  actually  been  converted  into  an 
immigration;  and  yet  in  spite  of  the  annual 
increase  of  the  German  population  by  a  million 
souls  the  average  well-being  of  the  individual 
German  has  gone  up  much  more  rapidly  than 
that  of  the  individual  Englishman,  though  begin- 
ning at  a  considerably  lower  level. 

I  think  these  facts  more  than  bear  out  the 
conclusion  indicated  by  the  change  in  the  char- 
acter of  the  foreign  trade  of  the  two  countries. 
The  question  is  now  are  the  two  factors,  the 
change  in  the  character  of  the  trade  and  the 
change  in  industrial  power  connected  with  each 
other?  Is  the  increase  in  German  pro<luction 
the  result  of  the  change  in  the  character  of 
Germany *s  foreign  trade,  or  is  the  changed 
character  of  that  trade  merely  a  reflection  of 
Germany's  growing  prosperity?  Is  the  change 
in  England's  foreign  trade  the  evidence  of  our 
relative  industrial  weakness,  or  has  it  helped  to 
bring  about  that  weakness? 

We  Tariff  Reformers  hold  that  the  increase  of 
Germany's  productive  power,  the  increase  of  her 
population,  the  growtn  of  her  well-being,  are 
very  largely  the  direct  result  of  her  deliberate 
regulation  of  her  foreign  trade  with  a  view  to  the 
strengthening  of  her  productive  powers.  The 
Free  Traders  say,  on  the  contrary,  that  the  result, 
namely  the  increased  production  and  its  reflection 
in  the  character  of  her  foreign  trade,  has  come 
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about  in  spiio  of  her  efforU  to  interfere  with 
trade.  The  logical  concluiion  of  their  argument 
if  that  in  ipU  of  the  restrict  ions  placed  bj 
German  tariffs  on  the  import  of  manufactursa 
tha  proportion  of  manufactures  imported  into 
Oermanj  haa  deoreaaed,  and  that  m  #jnite  of  the 
•nooura^mant    giTan    to    raw    materials,     the 

Sroportion  of  raw  materials  has  increased ! 
o,  too,  the  Free  Traders  say  that  our 
relative  industrial  decline  is  in  spite  of  the 
advantage  conferred  upon  us  by  unrestricted 
imports;  in  other  words,  in  spite  of  the 
fact  that  the  individual  in  England  is  allowed 
to  buy  foreign  articles  which  are  not  conducive 
to  the  national  prosperity  just  as  easily,  if  he 
can  make  a  small  personal  profit,  as  foreign 
articles  which  do  conduce  to  tnat  prosperity,  he 
is  goinff  on  buying  the  former  in  ever  larger 
quantities !  We  say  that  it  is  just  because  there 
is  no  attempt  in  this  country  to  reeulate  the  play 
of  private  interest  in  foreign  trade,  in  order  to 
malce  it  conform  with  the  national  interest,  that 
that  play  of  private  interest  is  in  fact  determined 
by  tbe  national  regulations  of  other  countries,  and 
determined  in  a  fashion  prejudicial  to  our 
national  interest  and  prosperity. 

A  great  part  of  England's  foreign  trade,  I 
maintain,  so  far  from  being  a  benefit,  is  a  terrible 
drain  upon  our  national  industrial  vitality.  How 
great  a  drain  I  do  not  think  even  the  extremest 
Tariff  Reformers  have  any  idea.  A  few  of  our 
extremists  think  it  a  bold  thing  if,  assuming  that 
at  lel^t  £100.000,000  of  the  £150,000,000  of  our 
manufactured  imports  could  be  made  equally 
well  in  this  country,  they  venture  to  assert  that 
wa  are  losing  £10d.000,(K)0  a  year.    From  what 


80  FALLACIES  OF  FREE  TRADE 

I  have,  I  hope,  made  clear  to  you,  the  measure 
of  our  national  loss  is  to  be  sought,  not  in  the 
value  of  the  manufactured  goods  imported,  but 
in  the  total  value  of  the  manufactures  which 
might  have  been  made  in  England  with  the  raw 
material  which  those  manufactured  imports  have 
displaced.  To  form  even  the  roughest  estimate 
of  this  total  would  be  a  very  difficult  task.  My 
own  conviction  is  that  if  I  put  it  at  twice  the 
value  of  the  raw  materials,  and  consequently 
estimate  our  national  loss  by  that  part  of  our 
foreign  trade  to-day  at  £200,000,000  a  year,  I 
shall  be  anything  but  exaggerating. 

That  loss,  I  claim,  is  not  irretrievable.  We 
can  still  make  it  good ;  not  at  once  perhaps,  but 
in  the  course  of  comparatively  few  years.  We 
can  never  hope  to  recover  for  England,  for  these 
islands  alone,  the  extraordinary  supremacy  she 
once  enjoyed ;  but  we  can  add  enormously  to  her 
actual  prosperity  and  check  her  relative  decline. 
And  in  the  British  Empire  we  still  have  possi- 
bilities of  an  economic  expansion  to  which  even 
the  vast  development  of  the  United  States  can 
furnish  only  a  very  inadequate  parallel. 

The  only  effective  way  to  achieve  our  end  is  to 
regulate  the  trade  of  the  Empire  and  of  this 
country  in  such  a  fashion  that  the  interest  of  the 
individual  buyer  or  seller  shall  be  made  to  corre- 
spond with  the  national  and  imperial  interest. 
By  such  regulation  of  trade  the  manufacturing 
industry — the  industrial  population  of  England 
— was  created  in  the  past;  by  such  regulation 
other  countries,  America,  Germany,  Japan,  are 
building  up  vast  industries,  and  breeding  great 
armies  of  citizens  for  the  economic  and  political 
.itruggle  of  the  future.     History  is  all  in  favour 
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of  uur  (-nii(<  '. 'n.  iH  I  hope  to  ihow  aoxt  tiflM. 
Auil  if  tiiri.  .  .i;.uhiufr  <^t  all  ID  the  abtteei 
anulyiiit  1  buvo  uiioiiipied  to  give  yoa  of  the  rml 
etltxi  of  foreign  trade  upon  national  pitxiueitoa* 
aa  contrasttMl  with  the  thallow  current  aaaump- 
tions  of  Free  Trade  profetaorm,  then  correct  theory 
is  on  our  tide  also. 

So  far,  you  may  have  obaerred,  I  hare  said 
nothing  about  the  halane«  of  trade.  The  phrase 
is  Qne  which  is  often  in  the  mouth  of  Free 
Traders.  It  is  generally  coupled  by  them  with 
some  suggestion  to  the  effect  that  Tariff  Re- 
formers are  to  woefully  ignorant  of  the  very 
elements  of  economics  as  not  even  to  know  that 
exports  and  imports  must  balance,  that  inter- 
national trade  is  in  goo<ls  and  services  and  not 
in  money,  that  imports  create  exports,  that  a 
reductio'>  <>f  >*M])orts  means  a  reduction  of  exports, 
Ac. 

The  prucucal  deductions  they  draw  from  these 
truisms  for  controversial  purpoaea  are,  firstlv, 
that  as  our  trade  must  balance  there  can  be 
nothing  wrong  with  it  as  long  as  there  is  plenty 
of  it;  and,  secondly,  that  any  attempt  to  restrict 
our  imports  by  a  tariff  will  consequently  check 
our  exports,  with  the  result  that  our  industries 
woul<M|pse  as  much  in  the  export  trade  as  they 
might  gain  in  the  home  market,  while  there 
would  be  no  gain  to  compensate  for  the  disloca- 
tion of  trade  or  the  rise  in  prices. 

As  a  matter  of  fact  I  believe  we  are  most  of  us 
not  altogether  ignorant  of  the  elementary  super- 
ficial mechanism  uf  international  trade.  But  we 
do  not  see  how  our  argument  is  in  any  way 
affected  in  consequence.  A  correct  statement  of 
Itny  country's  imports  and  exports,   direct  and 
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indirect,  should  always  be  made  out  to  balance  on 
both  sides  of  the  account,  like  a  company  report 
or  one's  own  pass-book  at  the  bank.  But  a  mere 
formal  balance  is  no  proof  in  itself  of  either 
national  or  private  business  being  in  a  satis- 
factory condition.  It  is  the  character  and  com- 
position of  the  two  sides  of  the  account  that  alone 
can  indicate  how  the  business  is  progressing. 

It  is  also,  no  doubt,  true  that  the  bulk  of  inter- 
national trade  is  in  goods,  and  that  our  import 
of  goods,  as  soon  as  it  has  produced  a  certain 
effect  upon  the  international  money  market,  tends 
to  create  a  consequent  export  of  goods.  But  an 
export  of  goods  is  not  necessarily  an  export  of 
manufactured  goods.  It  would,  no  doubt,  in  our 
case,  normally  tend  to  be  an  export  of  manu- 
factures. But  that  tendency  can  be  most  effec- 
tively counteracted  by  another  country's  tariffs, 
with  the  result  that  the  tendency  will  be  to  export 
other  goods,  the  result  of  whose  exportation  need 
by  no  means  involve  any  great  stimulation  of 
production  or  increase  of  wages  in  this  country. 
There  is  no  great  industrial  activity  stimulated 
in  the  export  of  woollen  "  tops"  to  Ger^nany,  or 
of  an  Old  Master  to  America,  that  woiftti  oom- 
pensate  for  the  displacement  of  a  skillel  pro- 
ductive  industry   by   foreign   imports.     0r 

Again,  we  are  quite  prepared  to  admit  that  if 
a  tariff  were  to  succeed  in  reducing  the  volume 
of  our  imports,  it  would  tend  to  reduce  our  ex- 
ports. That  would  not  in  itself,  necessarily,  be 
a  bad  thing.  The  national  value  of  our  trade 
depending,  not  on  its  volume,  but  on  its  char- 
acter, a  tariff  which  reduced  our  import  of  manu- 
factured goods  and  checked  our  export  of  semi- 
manufactured goods  and  raw  material  would  still 
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b»  beneficial,  eTMi  if  it  inToWed  a  reduction  in 
the  total  Tolome  of  trade.  A  stoppage  of  the 
importation  of  German  woollen  goode  into 
England,  reaultinff  in  a  consequent  stoppage  of 
the  export  of  English  tops  and  jam  to  German j, 
would  mean  a  transference  of  industry,  of  em- 
plorment  and  wages  to  England  from  German j, 
ana,  consequently,  a  national  ffain,  however  great 
the  reduction  in  the  Tolume  of  trade  between  the 
two  count  riee. 

As  a  matter  of  fact,  howerer,  nothing  that  we 
Tariff  Reformers  propose  is  likely  to  reduce  the 
Tolume  of  our  importa  and,  consequently,  of  our 
total  trade.  All  that  we  propose  is  a  tariff  de- 
signed to  change  the  character  of  our  imports 
and  exports  in  order  to  increase  the  volume  of 
our  home  production.  The  object  of  our  tariff  is 
selection,  not  exclusion.  It  will  be  framed  to 
check  the  import  of  those  manufactured  goods 
which  displace  home  industry,  in  order  to  stimu- 
late and  increase  the  import  of  those  raw 
materials  which  are  the  life  and  sustenance  of 
our  home  industry.  Indeed,  by  the  very  laws  of 
international  exchange  which  Free  Traders  invoke 
•o  freely  and,  as  a  rule,  so  unintelligeDtlv,  the 
checker  of  a  particular  class  of  imports  is  TOund 
to  resuW  in  the  stimulation  of  those  imports  on 
which  no  restriction  is  placed. 

The  idea  that  a  restriction  of  one  class  of  im- 
ports must  necessarily  involve  a  reduction  of 
imports  as  a  whole,  and  consequently  of  exports 
as  a  whole,  is  based  on  a  misapprehension  of  the 
meaning  of  the  phrase  that  imports  create  exports. 
Free  Traders  habitually  use  the  phrase  as  if  it 
meant  that  the  imports  were  the  actual  cause 
and  origin  of  the  exports,  while  the  exports  were 

b  S 


84  FALLACIES  OF  FREE  TRADE 

a  mere  consequence  and  nothinc^  more.  From 
that  assumption,  it  is  true^  it  would  follow  that  a 
restriction  of  any  one  import  would  lead  to  a 
restriction  of  the  total  of  exports,  and  that,  there- 
fore, the  only  rule  is  to  "  look  after  the  imports 
and  the  exports  will  take  care  of  themselves." 
Unfortunately,  the  assumption,  though  often 
treate<l  as  one  of  the  eternal  verities  of  economics, 
is  a  mere  absurdity.  How  absurd  it  is  we  can 
realise  at  once  if  we  remember  that  the  same 
trnnsacrion  which  is  the  import  of  one  country  is 
the  export  of  another.  If  it  were  true  that  our 
imports  from  Germany  were  the  actual  cause  of 
our  exports  to  Germany,  then  from  the  German 
point  of  view  it  would  be  the  case  that  the 
German  exports  to  England  created  the  German 
imports  from  England,  and  the  "law"  about 
imports  causing  exports  would  not  be  valid  in 
Germany.  An  "  eternal  verity "  which  only 
flourishes  on  English  soil,  and  ceases  to  hold  good 
in  Germany,  is  to  my  mind  a  very  suspicious 
object. 

The  truth  is,  that  the  phrase  about  imports 
creating  exports  has  only  a  meaning  as  a  cor- 
rective to  the  equally  one-sided  and  incorrect 
assertion  that  exports  create  imports.  Imports 
and  exports  are  connected  through  the  economic 
stresses  set  up  in  the  international  money  market 
whenever  an  increase  or  decrease  of  eifher  of  them 
seriouslv  disturbs  the  normal  balance.  But  the 
stresses  act  both  ways,  as  it  were.  A  sudden 
increase  in  a  particular  export  not  only  sets  up  a 
tendency  to  increase  imports,  but  siho  a  tendency 
to  diminish  other  exports.  A  decrease  of  a 
particular  import  not  only  sets  up  a  tendency 
to  check  exports,  but  also  a  tendency  to  stimulate 
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other  imporU.  Which  of  the  two  iendf>nci«i  will 
prtMloiiiioftte  dopendt  eDtirelr  upon  th«  coDditioiit 
<>!  >uj|*ly  and  denuuid,  which  are  the  real  factors 
whim  decide  intemational  trade  or  anj  other 
trade.* 

In  the  JMrticular  eaaa  of  a  taiiif  which  U 
deiiigued  to  rettriot  the  import  of  finiahed  mano- 
facturee,  leaving  free  the  import  of  raw  materials 
and  'food-ntuflft  the  purely  money-market  ntreesee 
might  t*<|uuliy  act  in  the  dir«c*tion  uf  checking 
exports  and  of  stimulatinff  the  import  of  raw 
materials  and  food-stuffs.  But  the  restriction  on 
the  im|)ort  of  manufactures  does  not  do  away 
with  the  home  demand  for  those  manufacturea. 
That  demand  is  met  by  home  production,  and 
that  home  production  forthwith  sets  up  a  direct 
<iemund  for  an  ini^vased  supply  of  raw  materials. 
But  that  home  production  also  does  another 
thing.  It  creates  an  additional  demand,  on  the 
Dart  of  the  persons  employed  in  that  production,! 
nrstly   for  food-stuffs,   and  secondly  for   manu- 

*  I  have  left  oat  of  accoant  here  the  ttrcMM  set  up 
ia  the  freight  market.  Except  for  the  fact  thai  these 
affeet  the  bulk  rather  than  the  ralue  of  our  iraporta  and 
ezporta,  they  act  siinilarlj  to  the  money  market 
atreiMS,  i.e.,  a  reduction  of  one  import  will  tend  both 
to  lower  freights  for  other  importa,  if  procurable,  or 
to  raise  freighta  for  exports. 

t  In  the  long  run  there  will  be  a  purely  additional 
population  created  by  the  new  industry.  (See  pp.  Sl-d6.) 
But  tho  demand  will  begin  to  take  effect  almost  from  the 
tint.  The  workmen  engaged  m  the  new  industnr,  coming 
frum  the  ranks  of  the  less  well  employed,  will,  by  reason 
of  their  better  employment,  be  able  to  exercise  a  larger 
demand  than  they  otherwise  would  hare^  and  haTe  larger 
families;  the  removal  of  their  oompetitioa  from  other 
branchsa  of  industry  will  tend  to  raise  wages,  multiply 
families,  and  senerally  incraase  the  demand  of  the 
count rT  as  a  wnole. 
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iactured  articles,  which  latter,  bein^  met  by 
home  production  .owinfi^  to  the  restriction  of  the 
tariff,  resolves  itself  into  a  further  direct  demand 
for  raw  materials,  and  an  additional  series  of 
demands  for  food  and  manufactures,  and  so  on, 
practically  the  only  limit  to  these  demands  being 
the  amount  of  raw  materials  and  food-stuffs  which 
the  exports  can  purchase.  With  all  these  de- 
mands reinforcing  the  money-market  stress  in 
the  direction  of  stimulating  the  import  of  food 
and  raw  material,  there  can  be  hardly  a  doubt 
that  the  result  of  a  tariff  on  manufactures  will 
be  not  to  diminish  imports  but  to  increase  those 
imports  which  provide  life  and  sustenance  alike 
to  our  industries  and  to  our  people. 

I  have  already  given  figures  showing  that  the 
import  of  raw  materials  on  the  part  of  our  chief 
industrial  and  political  rivals  has  increased  much 
faster  than  our  own.  I  think  I  have  now  given 
sufficiently  good  reasons  for  holding  that  that 
faster  increase  was  not  in  spite,  but  because  of 
the  tariffs  framed  with  the  intention  of  bringing 
it  about.  I  should  only  like  to  add  just  one 
instance,  where  the  results  I  have  indicated  as 
likely  to  flow  from  a  general  tariff  on  manu- 
factured goods  in  this  country  have  actually  fol- 
lowed the  imposition  of  such  a  tariff  in  the  case 
of  a  particular  industry.  The  imposition  of  a 
differential  duty  upon  "  stripped,"  i.e.,  partially 
manufactured  tobacco,  as  against  **  unstripped,*-* 
by  the  late  Government  ought,  upon  the  Free 
Trade  argument,  to  have  checked  importation 
generally,  and  consequently  injured  our  export 
trade.  What  actually  happened  was  that  the 
imi)ort  of  stripped  tobacco  decreased,  but  that  of 
the  raw  material,  unstripped  tobacco,  increased. 
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There  was  no  gtnw%\  decreaae  of  the  Tolume  of 
And  what  wm  the  retolt  of  Uiia  alteration  f    The 


trade,   but  onlj  an  alteration  in  it*  character. 


additional  employment  of  lereral  thousand  per- 
sona in  the  stripping  industry  of  this  country, 
Uo#ever,  the  Qovernment  of  this  country,  in  its 
geal  for  the  purity  of  Free  Trade,  decided  to 
reverse  the  prooeaa  and  to  throw  these  peoole  out 
of  work.  Mr.  Aaquith  frankly  adnutted  that 
this  was  so.  His  answer  in  the  House  of  Com- 
mons* was  a  delightful  example  of  unintelligent 
Free  Trade  bigotry: 

It  is  no  doubt  true  thftt  the  effeet  of  the  additjoaa! 
duty  on  stripped  tobnoco,  as  of  other  preiectif  dntka, 
has  been  to  create  additional  empbyment  in  a  partieaUi 
trade,  but  I  cannot  for  that  fMaoa  oountennnoe  the  con- 
iianaiice  of  what  I  regard  as  a  mischieToui  eoooonie 
czpeniiieBt. 

Mr.  Asquith's  implication  clearly  was,  that  the 
ffain  to  the  particular  industry  in  question  had 
Been  at  the  expense  of  other  industries.  But 
what  other  industries?  The  exporting  industries 
did  not  suffer  by  any  reduction  in  the  total  im- 
ports. What  industries  did  these  people  desert? 
They  could  not  have  deliberately  deeerted  more 
highly  paid  industries.  If  on  the  other  hand 
they  came  from  the  lower  paid  industries,  and 
still  more  from  the  ranks  of  unskilled  and 
casually  employed  labour,  as  I  believe  they  did 
come,  where  was  the  mischief  in  the  experiment  ? 
Or  dare  we  say,  in  the  face  of  Mr.  Asquith  and 
the  professors,  but  with  the  facts  on  our  side, 
that  the  experiment  was  not  mischievous  but 
beneficent,  that  it  was  giving  steady  employment 

•  May  18,  1906. 
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to  thousands,  and  by  so  doinj^  was  relieving  the 
problem  of  the  unemployed,  saving  many  from 
becoming  unemployable,  and  helping  to  keep  up 
the  standard  of  wages  throughout  the  country? 
And  if  80  what  shall  we  say  of  the  arid  bigotry 
which,  by  a  stroke  of  the  pen,  senf  these 
thousands  out  upon  the  streets  again? 

The  actual  figures  illustrate  the  process  very 
clearly.  The  rapid  increase  in  the  importation 
of  unstripped  tobacco  following  the  raising  of  the 
duty  on  strip]>e<l  tobacco,  and  the  decrease  follow- 
ing the  levelling  of  the  duty,  prove  incontestably 
that  the  effect  of  the  differential  duty  was  to 
change  the  character  and  not  to  diminish  the  total 
volume  of  our  tobacco  imports. 


Stripped. 

Unstripped. 

1902  .  , 

98,276,898  lb8. 

27,676.407  lbs. 

1903  . 

53,478,338  „ 

30,029,913  „ 

1904  . 

30,684,222  „ 

75,716,^)95  „ 

1905  . 

11,250,530  „ 

71,860,331  „ 

1906  . 

21,143,457  „ 

94,270,515  „ 

1907  . 

48,850,059  „ 

49,833,103  „ 

So  far  from  diminishing  the  total  volume  of 
our  imports  and  therefore  of  our  exports,  I 
myself  believe  that  a  tariff  will  in  the  long  run 
increase  the  volume  of  our  exports  and  improve 
their  character,  and  consequently  increase  the 
volume  of  our  imports  as  well.  AVhen  we 
buy  German  finished  woollen  goods  we  not 
only  displace  a  part  of  our  home  industry, 
reducing  the  pro<luctive  efficiency  of  what  is  left, 
but  we  also  diminish  our  demand  for  raw  wool, 
and  our  power  of  purchasing  it  on  the  best  terms. 
Further,  we  produce  certain  corresponding  results 
in  Germany.     AVe  increase  the  German  demand 
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for  the  raw  material  and  give  Germany  the  ad- 
vantage   which    the    larver    buyer    haa    in    the 
market.     We  increaae  tne  total   output   of   the 
German  factoriei,  and  in  that  way,  too,  diminish 
the  costs  of  production  in  Germany.     We  thus 
add  to  Germany's  rompetitire  efficiency  in  erery 
other  market  and  in  our  own  home  market.     By 
oxriuding  the  German  woollen  goods  we  should 
iiuTvuse  our  demand  for  wool,  and  would  thus  be 
likely   to  get   it   on   better  terms.     We  should 
increase  the  total  <»utput  6f  our  factories  and  in 
virtue  of  that,  too,  would  be  able  to  prWuce  more 
cheaply.     We  should   at  the  same  time  reduce 
Germany's  buying  power  in  the  wool-market,  and 
lower  her  productive  efficiency.     We  should  thus 
be  enablea   to  undersell   German   goods  in  the 
neutral  markets,  and,  as  far  as  Germany's  tariff 
permitted,  even  in  the  German  market,  as  well 
aa  keep  our  home  market.     Our  total  volume  of 
exports  might  thus  go  up  enormously,  with  the 
consequent  result  of  a  still  greater  import  of  food 
and  raw  materials,  a  continuous  growth  of  our 
home  industry,  and  a  steady  rise  in  the  numben 
and  well-being  of  our  population.     Our  export 
to  Germany  of   tops   and   yams,    and    to   some 
extent  of  coal,  would  decrease,  but  considering 
the  chiiracter  of  that  export,  the  decrease  would 
be  pure  j^ain,   the   materials   in   question   beinff 
absorbed  in  our  growing  home  production,  and 
eventually  exoorted  in  a  more  finished  form  after 
having  provi<ied  more  employment  to  the  people 
of  this  country. 

Compared  with  the  present  state  of  affairs  a 
tariff  on  imported  manufactures  would  thus,  by 
improving  tne  choracter  of  our  foreign  trade, 
enormously  increase  the  volume  of  our  home  pro- 
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duction,  and,  as  a  consequence,  increase  the 
volume  of  our  foreign  trade  as  well.  At  the 
same  time  the  effect  of  a  tariff  in  this  country  is 
limited  by  certain  considerations.  It  can  improve 
the  export  trade  of  this  country  only  in  so  far 
as  that  export  is  not  checked  by  the  tariffs  of 
others.  The  steady  rise  of  foreign  tariffs,  and 
the  gradual  inclusion  in  the  tariff  areas  of  regions 
from  which  we  draw  our  raw  materials,  threatens 
not  only  our  exports  of  manufactures,  but  also 
our  imports  of  raw  materials,  and  with  them  the 
whole  sub^tence  of  our  people.  A  British  tariff 
against  foieign  cotton  goods  will,  other  things 
remaining  the  same,  stimulate  our  purchase  of 
raw  cotton  and  improve  our  position  as  buyers 
and  exporters.  But  a  rise  of  tariffs  in  China  and 
Japan,  coupled  with  the  growth  of  native  in- 
dustries in  those  countries,  or  the  inclusion  of 
the  Philippines  in  the  American  protective  area, 
are  typical  instances  of  counteracting  causes 
which  would  check  the  improvement  in  the 
export.  The  growth  of  the  American  cotton 
inaustry,  and  the  possibility  of  an  American 
export  duty  on  raw  cotton,  indieate  the  dangers 
to  our  import  of  the  raw  material  which  no 
English  tariff  alone  can  check. 

Against  that  danger — a  certain  and  not  a  pro- 
blematical danger — the  only  safeguard  lies  in  the 
development  of  the  market  for  our  export*  in 
the  British  Empire,  and  in  the  development  of 
the  natural  resources  for  the  supply  of  food-stuffs 
and  raw  materials  within  the  same  vast  area. 
The  economic  development  of  England  is  abso- 
lutely bound  up  with  the  economic  development 
of  the  Empire,  and  with  the  maintenance  of  the 
economic  unity  of  the  Empire.     That  economic 
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nniiT  need  not  ioToWe  complete  iuteroal  Free 
Trade ;  I  haTe  already  given  reaeoni  to  thow  that 
a  ZcUverein  on  tlie  German  or  American  model 
would  not  be  desirable  to-day,  even  if  it  might 
become  so  in  the  course  of  future  develupiui*nt. 
But  it  mutt  invoWe  unity  ai  against  the  outside 
world:  mutual  economic  co-o|)eration  of  euch 
part  for  the  development  and  welfare  of  the 
whole.  To  that  development  it  would  be  difficult 
to  assign  any  limits,  and  upon  that  develooment 
at  a  basis  the  social  reformer  can  remodel  and 
build  up  the  structure  of  society  Bprards  his 
ideals  without  fenring  that  his  founultions  will 
give  way  as  he  builds,  and  his  eflfort  fail  of 
achievement. 

It  is  from  the  social  reformers,  indeed,  that  we 
meet  with  another  class  of  objections  to  Tariff 
Reform,  based  partly  on  pure  sentiment,  partly 
on  sentiment  reinforced  oy  economic  fallacies. 
The  commonest  form  of  objection  of  this  class,  is 
that  a  tariff  may  increase  the  total  of  production, 
but  that  it  will  only  benefit  the  producers  at  the 
cost  of  the  consumers  owing  to  the  increase  in  the 
price  of  everything. 

As  a  matter  of  fact  a  tariff  need  not  involve  a 
rise  in  prices,  and  may  result  in  a  fall.  Take 
first  the  case  of  manufactured  ffoods.  Their  coat 
is  determined  by  the  cost  of  &e  raw  materials, 
the  efficiency  of  the  labour  and  direction,  and  the 
volume  of  production.  I  think  I  have  made  it 
sufficiently  clear  that  a  tariff  on  manufactured 
goods  is  likely,  as  far  as  it  goes,  both  to  cheapen 
the  raw  materials,  and  to  increase  the  volume  of 
production.  The  only  increase  in  price  would 
therefore  result  from  the  inefficiency  of  our 
labour  and  direction.     But  I  do  not  believe  that 
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th^y  are  less  efficient  than  the  labour  and  direc- 
tion of  other  countries,  but,  on  the  contrary, 
more  eflBcieni,  if  only  they  are  given  favourable 
conditions.  Even  Adam  Smith  has  acknow- 
ledged that  a  protective  tariff  may  result  in 
cheapening  production.  And  if  we  look  back  to 
history,  we  find  that  manufactured  goods  were 
cheaper  in  England  than  in  any  other  country 
at  a  time  when  our  tariffs  were,  perhaps,  the 
highest  in  Europe. 

As  rega^s  food-stuffs  the  notion  that  Imperial 
Preference  will  raise  their  cost  is  due  to  the 
purely  fallacious  assumption  that  a  duty  raises 
the  cost  irrespectively  of  the  volume  of  produc- 
tion not  affected  by  the  duty.  Price  is  deter- 
mined by  supply  and  demand,  and  a  duty  can 
only  affect  it  in  so  far  as  the  untaxed  supply 
does  not  meet  the  demand.  The  American  duty 
on  foreign  wheat  does  not  make  wheat  jyro  tanto 
dearer  in  the  United  States  than  here.  How 
could  it,  seeing  that  it  is  the  same  wheat  that 
is  sold  here  after  bearing  the  cost  of  transporta- 
tion? A  duty,  however  high,  on  foreien  coal 
would  not  affect  coal  prices  in  England  because 
our  home  production  meet-s  all  our  needs.  A 
preferential  duty  on  such  food-stuffs  as  the 
Empire  can  grow  in  quantities  sufficient  to  meet 
its  wants  and  under  favourable  conditions  will 
not  raise  prices,  but  on  the  contrary,  by  increas- 
ing the  world's  total  supply,  cause  prices  to  fall. 

To  this  reply  as  to  the  question  of  prices  the 
objectors  usually  retort  with  the  argument  that 
even  if  prices  ought  to  fall  they  will  be  raised  by 
combination  between  producers,  by  "  rings  "  and 
"  trusts."  All  that  I  can  say  is,  that  comoination 
is  a  leatBre  of  modern  industry  that  is  not  done 
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•way  with  by  free  importt.  Only,  in  a  fr«e 
importing  country,  the  combination  if  oiunlly 
outaifle  its  t^rritoriea.  The  proHta  made  by  tna 
combination  ar«  not  amenable  to  its  taxation; 
ike  methotlfl  it  employs  in  its  production,  the 
treatiii  /ivea  to  its  employ^,  are  not  witbin 

ita  jui  II.     The  Ueef  Trust  would  be  a  very 

different  thing  if  Chicago  were  under  the  juris- 
diction  of  the  Uritiah  Parliament.  Again,  ad- 
mitting that  a  system  of  high  protection  in 
England  might  encourage  the  formation  of 
trusts,  imperial  Preference,  by  stimulating  pro- 
duction in  every  part  of  the  Empire,  would 
effectively  counteract  the  poaaible  evils  of  insular 
protection. 

The  argument  about  producers  and  consumern 
is  one  of  those  childish  fallacies  which  it  is  amas- 
ing  to  find  repeated,  unouestioningly  and  un- 
thinkingly, by  one  generation  of  economists  after 
another.  Here  it  is,  in  all  its  crudity,  in  Mr. 
Armitage-Smith:  "The  consumers  are  the 
more  numerous  body,  seeing  they  comprise  all, 
and  their  interests  considerably  outnumoer  those 
of  any  group  of  producers  who  desire  to  foster 
their  industry  at  tne  expense  of  the  community." 
The  fallacy,  in  this  case,  is  simply  part  of  the 
general  individualist  fallacy  which  looks  at  men 
individually  without  regard  to  their  relations  to 
other  members  of  the  community.  It  is  only  by 
taking  individuals  separately,  and  entirely  ignor- 
ing tneir  position  in  society,  that  we  can  arrive 
at  the  conclusion  that  the  consumers  are  *'  tt» 
more  numerous  body,  and  that  their  intereati 
outnumber"  those  of  the  producers.  The 
moment  we  consider  the  relations  of  individuals 
to  each  other  and  to  society  we  see  that  there  are 
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no  consumers  who  are  not  dependent  upon  some 
producer  or  body  of  producers  for  their  welfare, 
and  whose  interests  are  not  indissolubly  bound 
up  with  those  of  the  producers  in  question.  Can 
the  interests  of  wives  and.  children,  widows  and 
orphans,  be  separated  from  those  of  husbands 
and  fathers?  Can  the  interests  of  shareholders 
or  of  clerks  be  divorced  from  that  of  the  in- 
dustries from  which,  directly  or  indirectly,  they 
get  a  living?  Can  the  nation,  as  a  whole, 
consume  unless  it  produces?  And  is  there  any 
other  way  of  increasing  the  national  consumption 
than  that  of  increasing  the  national  production? 
To  make  sure  of  the  national  production  should 
be  the  first  care  of  the  social  reformer  before  he 
sets  about  to  consider  the  distribution  of  that 
production  among  the  consumers,  unless  he 
wishes  to  be  left  with  nothing  to  distribute. 

There  is  one  aspect  of  trade,  lastly,  which  I 
wish  to  touch  on  briefly  before  concluding.  That 
is,  the  aspect  of  national  security.  I  have 
already  shown  that  the  importation  of  raw 
materials  and  exportation  of  manufactures  upon 
which  the  population  of  these  islands  depends  for 
its  existence  is  liable  to  interruption  by  the  tariff 
regulations  of  other  countries,  and  have  indicated 
that  the  only  safeguard  against  such  interruption 
lies  in  the  national  co-operation  of  Imperial 
Preference.  But  there  is  another  interruption 
that  I  have  not  yet  referred  to — the  interruption 
of  war.  Free  Trade  is  based  upon  the  assumption 
of  perpetual  peace,  an  assumption  about  as  wise 
as  the  assumption  of  perpetual  sunshine.  No 
system  which  involves  a  complete  dislocation  of 
the  national  industries  in  consequence  of  war, 
which   enfeebles   a  nation's   diplomacy   and   en- 
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eoongM  the  ftggrettiTtiMM  of  riTalt  liy  a  know- 
led^  of  that  wMkneM,  can  bo  a  permanent 
national  benefit  OTen  if  it  were  benencial  from 
the  purely  commercial  point  of  yiew. 

Free  Traders  in  their  leal  to  extend  the  great 
principle  of  diTision  of  labour  to  iiHluntrial 
intercourse  forget  that  even  in  private  induHtrr 
that  division  is  only  effectire  when  it  is  eoinbined 
with  co-operation  towards  a  single  object  and 
under  a  single  control.  The  constant  tendency 
of  eTer^  great  business  is  to  get  the  whole  of  the 
industrial  proceas  under  its  own  control.  That 
is  the  only  way  for  the  producer  to  protect  him- 
self against  fluctuations  m  prices  ana  against  the 
manosuvres  of  his  rirals.  But  what  is  a  necessary 
precaution  in  the  case  of  private  industry, 
sheltered  to  some  extent  by  taw  from  certain 
forms  of  competition,  is  even  more  ncceuuiry  for 
nations  which  acknowledge  no  central  authority 
and  no  law  save  that  of  the  stronger. 

That  economics  can  in  practice  be  divorced 
from  politics  as  a  whole  is,  indeed,  a  cardinal 
fallacy  of  Free  Trade  thought,  or.  rather,  of  that 
still  wider  habit  of  mind  which  for  the  last  two 
generations  has  pervaded  the  whole  theory  and 

Practice  of  English  administration  in  every 
ranch  of  life,  tne  habit  of  regarding  things  in 
conapartments  without  any  regard  to  their  inter- 
action. We  have  come  across  not  a  few  instances 
of  this  bent  of  mind  in  the  theoretical  discussion 
of  Free  Trade.  The  individualist  fallacy,  the 
"imports  create  exports"  fallacy,  the  '"con- 
sumers and  producers"  fallacy,  are  all  typical 
of  the  easy  and  short-sighted  habit  of  analysing 
things  m  va^uo  without  regard  to  their  relations. 
But  we  find  it  in  a  wider  sphere  in  the  neglect 
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to  consider  the  interaction  of  foreign  trade  and 
Bociul  reform,  of  economics  and  defence,  of  foreign 
policy  and  military  organisation,  of  the  political 
and  economic  activities  of  one  part  of  the  Empire 
and  the  rest.  In  fact,  the  whole  Empire  as  it 
stands,  unorganise<l,  undeveloped,  congested  in 
one  part,  unpeopled  in  anotlier,  over-defended 
here,  defenceless  there,  is  but  the  outward  ex- 
pression of  the  narrowness  of  thought,  the  lack 
of  imagination,  the  formula-loving  mental  idle- 
ness that  have  dominated  us  so  long.  The 
Empire  of  our  ideal,  the  vision  of  our  waking 
dream,  will  not  come  without  a  change  in  our 
minds  and  in  our  wills.  We  must  be  ready  to 
act,  instead  of  hugging  the  plausible  fallacies 
which  would  justify  inaction.  We  must  think 
of  things  as  a  whole,  and  as  a  living  whole,  how- 
ever hard  the  task,  and  however  strong  the 
temptation  to  surrender  to  the  seeming  clearness 
and  logical  accuracy  of  lifeless  and  meaningless 
abstractions. 


FREE  TRADE  PSYCHOLOGY   AND 
FREE  TRADE    HISTORY. 

Iif  the  first  address  of  the  present  series  I  set 
forth  by  expressing  the  view  that  Free  Trade  was 
based  on  unsound  logic,  on  false  verbal  analo- 
gies, on  an  entire  misconception  of  the  structure 
of  human  society  and  of  the  nature  of  man,  and 
on  a  complete  disregard  of  the  teachings  of 
history.  So  far,  I  haTe,  in  the  main,  confined 
myself  to  the  logical  and  verbal  fallacies  whose 
origin  lies  in  the  failure  to  distinguish  between 
the  actions  and  interests  of  a  human  society, 
whether  great  or  small,  and  those  of  its  com- 
ponent members;  or,  to  put  it  another  way,  in 
the  assumption  that  a  nation,  or  any  other  form 
of  human  society,  is  a  mere  aggregate  of  un- 
related  individuals,  and  not  a  dynamic  complex. 
I  showed  first  of  all  that  the  broad  general 
principle  of  tauter  faire  depended  entirely  upon 
this  assumption.  In  the  second  address  I  tried 
to  bring  out  to  what  an  extent  the  whole  orthodox 
theory  of  production  is  vitiated  by  this  same 
fallacy,  a  fallacy  largely  imported  into  the  argu- 
ment by  the  misleading  and  confusing  use  of 
the  term  Capital.  I  showed  that  the  main  argu- 
ment of  the  orthodox  school  against  Protection, 
namely,  that  it  simply  diverts  capital  from  its 
natural  channels  to  less  profitable  employments 
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and  cannot  create  it,  is  based  on  the  failure  to 
recognise  that  the  real  capital  of  a  nation  con- 
sists not  in  money  or  in  stored  up  material 
goods,  as  is  the  case  with  the  capital  of  the  indi- 
vidual, but  in  the  energies  and  character  of  its 
citizens  and  in  its  national  organisation,  and 
that  these  can  undoubtedly  be  afi'ected  or  stimu- 
lated by  legislation.  Finally,  last  time  I  showed 
how  the  same  false  analogy  from  the  interests 
of  the  individual  to  those  of  the  community  in- 
spired the  whole  orthodox  conception  of  trade 
as  the  national  object.  The  real  national  object, 
as  I  endeavoured  to  make  clear,  is  not  trade, 
but  production.  Trade  may  stimulate  produc- 
tion by  means  of  the  division  of  labour,  but,  as 
I  pointed  out  in  my  analysis,  the  volume  of 
trade,  more  especially  the  volume  of  foreign 
trade,  bears  no  relation  whatever  to  the  total 
national  production  or  to  the  national  well-being 
dependent  upon  it.  The  national  interest  in 
foreign  trade  lies  not  in  the  volume  of  that  trade, 
but  wholly  in  its  character  as  providing  susten- 
ance for  industry  or  opportunity  for  employment. 

In  concluding  the  series  to-day  I  propose  to 
leave  the  logical  and  structural  side  of  the  case 
against  Free  Trade,  to  which  I  have  hitherto 
confined  myself,  and  to  deal  very  summarily 
with  the  more  concrete  topic  of  the  Free  Traders* 
misconception  of  human  nature  and  their  entire 
neglect  of  history. 

The  importance  of  psychology  in  the  orthodox 
economics  lies  in  the  fact  that  the  basis  upon 
which  it  is  founded  is  largely  subjective  and  not 
objective.  Not  only  does  the  orthcxlox  school 
confine  its  analysis  of  economic  processes  mainly 
to  the  individual  aspect  of  those  processes,  but 
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it  usually  endeaToon  to  aaalyia  them,  not  from 
the  point  of  view  of  the  icieDtifio  byitander  end 
examiner,  but  from  the  point  of  view  of  the  actor 
in  the  proceet  himeelf.  In  other  worde,  it  tries 
to  found  its  concluiioni  not  lo  much  upon  the 
actions  of  individuals  as  upon  the  motives  which 
underlie  those  actions,  and  upon  the  character  of 
th«  actors.  In  practical  life,  where  Che  know- 
ledge of  individuals  and  their  characteristics  is 
possible,  and  the  *]'   '  ri  of  motives  must  come 

into  plav.   the  sui  method  has  its  value. 

But  it  becomes  extremely  dangerous  when  the 
attempt  is  made  to  use  it  in  order  to  arrive  at 
general  or  atistract  conclusions.  Science  is 
objective:  it  deals  with  phenomena,  with  what 
actually  happens,  not  with  the  emotions  or  inten- 
tions which  we  may  try  and  read  into  those 
phenomena.  Primitive  man  explains  almost  every- 
thing subjectively.  Every  natural  phenomenon 
to  him  is  the  expression  of  some  personality  or 
emotion.  Fire  consumes  objects  because  it  is 
hungry ;  the  sky  is  overclouded  when  it  is  angry ; 
earth  and  sea  and  sky  and  all  that  they  comprise 
are  persons  to  be  understood,  and^  if  possible, 
propitiated.  There  is  an  element  of  metaphysical 
truth  in  the  primitive  point  of  view,  but  it  is  in- 
conRistent  with  scientinc  method.  But  scientific 
method  is  the  same  whatever  it  deals  with.  It 
is  no  more  concerned  with  human  motives  and 
feelings  when  investigating  social  processes,  than 
it  is  concerned  with  the  motives  of  the  cholera 
bacillus  when  investigating  the  circumstances  of 
that  particular  disease.  The  attempt  to  build 
up  a  system  of  economics  on  the  motives  and 
appetites  of  real  or  imaginary  persons  belongs, 
in  essence,  to  the  same  primitive  pre-scientific 

.  ■  t 
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form  of  thought  as  the  attempt  to  explain  the 
process  of  combustion  by  the  motives  and  appe- 
tites of  fire. 

But  allowing  that  the  methods  of  the  classical 
school  are,  in  a  sense,  pre-scientific,  they  need 
not,  therefore,  be  wholly  valueless.  Admitting 
that  the  subjective  method  is  not  the  best  for 
arriving  at  objective,  positive  conclusions,  there 
is  still  all  the  difference  in  the  world  between 
conclusions  founded  on  careless,  inaccurate 
psychology  and  conclusions  founded  on  good 
psychology.  So  dismissing  our  criticism  of  the 
subjective  method  generally,  let  us  follow  the 
Free  Traders  on  their  own  lines  and  examine  the 
subjective  or  psychological  foundation  on  which 
their  whole  superstructure  of  economics  is  built 
up.  I  have  already  remarked  often  enough  that 
their  analysis  dealt  in  the  main  with  the  indi- 
'▼idual.  But  the  individual  they  dealt  with  was 
not  a  concrete  person  but  an  abstraction,  an  ab- 
straction, moreover,  not  of  all  the  qualities  and 
emotions  that  animate  human  beings,  but  of  one 
set  of  qualities  and  emotions  only — the  strictly 
economic  ones.  This  abstraction  of  a  particular 
set  of  characteristics  was  to  some  extent  neces- 
sary, but  it  introduced  all  the  danger  and  weak- 
ness inherent  in  the  process  of  thinking  in  com- 
partments. 

This  weakness  was  fastened  upon  from  the  very 
first  by  those  thinkers  who,  like  Huskin  and 
Carlyle,  felt,  with  a  sure  intuition,  that  an 
economic  theory  which  could  propound,  in  so 
apparently  convincing  a  fashion,  such  prepos- 
terously false  and  immoral  conclusions  on  social 
relations  as  those  of  the  earlier  Free  Traders, 
must  be  based  on  a  false  foundation.     They  con- 
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t«ncl«d  that  the  **  economic  man "  was  iM>i  a 
hum^n  being  at  all,  that  no  ludi  being  did  or 
could  exist,  and  that  a  science  which  was  built 
upon  tile  sordid  foundation  of  a  creature  that 
lired  for  gain  alone,  a  creature  devoid  of  the 
ordinary  human  feelings,  and  unsusceptible  to 
the  social,  moral  and  wstbetic  influences  that 
direct  men's  lives,  could  onljr  lead  to  sordid  and 
false  conclusions.  It  was  this  conception  of  the 
"  economic  man  "  and  the  doctrines  flowing  from 
it — the  reduction  of  mankind  to  the  level  of  pigs 
intent  onlv  on  nosing  for  the  maximum  of  h(^B- 
wash  in  the  universal  swine's  trough  of  material 
goods — that  Carlyle  derided  so  fiercely  in  his 
"Pig   Propositions." 

The  criticism  of  the  idealists  was  true  in  sub- 
stance, but  to  some  extent  it  failed  of  its  effect 
because  it  was  framed  in  a  fashion  that  admitted 
of  an  easy  retort,  and  was  based  on  no  effective 
alternative  economic  theory.  Economists  could 
always  reply  that  they  were  considering  man 
purely  from  an  economic  view,  because  they  only 
wished  to  arrive  at  economic  conclusions,  and 
that  it  was  quite  open  to  any  one  to  reject  their 
conclusions  on  moral  or  lesthetic  grounas  if  they 
wished,  as  long  as  they  understood  clearly  what 
they  were  doing.  Many  of  the  reforms,  indeed, 
that  were  introduced  during  the  last  century 
were  justified  on  the  grounds  that  they  were 
politically  or  morally  necessary,  though  not 
strictly  defensible  from  the  point  of  view  of 
economics.  The  real  fact,  however,  was  that 
they  were,  in  the  main,  economically  sound,  and 
that  much  greater  progress  might  have  been  made 
if  the  reformers  had  oegun,  not  by  denouncing 
the  immoral   conclusions  of  economics,    but  by 
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showing  the  inaccuracy  and  inconclusiveness  of 
the  economists  on  purely  economic  grounds. 

Even  from  the  standnoint  of  the  classical 
economists,  dismissing  all  consideration  of  the 
economic  bearing  of  the  various  motives  that 
influence  man  in  his  social  relations  and  contin- 
ing  ourselves  strictly  to  the  more  narrowly 
economic  motives  ana  qualities,  it  is  still  open 
to  U8  to  point  out  that  their  economic  abstraction 
was  a  faulty  one,  that  their  "  economic  man  " 
was  an  entirely  untrue  picture  of  human  economic 
qualities  in  the  abstract. 

To  begin  with,  the  economic  man  of  Free  Trade 
theory  was  only  a  very  partial  abstraction,  and 
to  a  very  large  extent  a  particular  type,  and  even 
an  idealized  type.  Instead  of  being  colourless 
and  abstract  as  ne  ought  to  have  been,  his  attri- 
butes were  all  tinged  with  the  prepossessions, 
local  associations,  and  political  prejudices  of 
those  who  framed  and  expounded  the  theory. 
He  was  not  merely  negatively  purged  of  all  such 
human  emotions  as  might  interfere  with  the  con- 
stant pursuit  of  gain,  but  in  that  pursuit  he  was 
presume<l  to  be  endowed  with  supreme  efficiency. 
Ex  hypothesi  he  never  got  the  worst  of  a  bar- 
gain. Thrifty,  enterprising,  always  ready  to 
take  up  any  new  trade  or  new  idea  that  offered  a 
chance  of  increased  profits,  he  was  the  abstrac- 
tion not  so  much  of  mankind  in  general  as  of  a 
comparatively  small  business  community  in 
England  and  of,  at  that  time,  still  smaller  similar 
communities  in  other  countries.  To  put  it  in 
another  way,  the  Manchester  school  practically 
pre-supposed  all  humanity  to  be  composed  of 
Manchester  men.  There  was  one  exception,  how- 
ever, to  the  rule.     The  moment  the  individual 
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was  eoDBidared  m  •  ruler  or  ■UtetoMUi  he  was 
pratomad  to  be  andowed  with  suprama  aconomic 
ifnioranca  and  ioefficiancy.  Neeu  wa  wondar  thai 
u  theory  baaad  on  the  fupposition  thai  the  iiidi« 
viduiil  man  normully  poaseaeee  and  eiercises  all 
the  quulities  uf  one  of  the  lata  Mr.  Samuel 
Smilea't  haroaa,  and  that  the  State,  on  the  other 
hand,  it  necaaaarily  compoeed  of  incompetent 
and  meddling  rapraiantatives  of  the  squirearchy, 
inevitably  lad  to  the  conclusion  that  State  inter- 
ference can  only  be  harmful  to  industry?' 

The  real  **  economic  man  **  is  a  very  diiferent 
thing  from  the  '*  economic  man  "  in  the  orthodox 
praaentment.  The  economic  man  the  Free 
Traders  assumed  as  normal  was  really  a  highly 
artificial  product,  the  result  of  centuries  of  in- 
dustrial development,  a  creature  only  possible 
in  a  highly  organised  community.  Man  by 
nature  is  not  economically  efficient.  The  natural 
economic  man  is  neither  industrious,  nor  thrifty, 
nor  enterprising.  It  is  at  least  as  true  to  say 
that  he  is  the  creature  of  custom,  shy  of  change, 
averse  to  venturing  on  any  new  enterprise,  or 
to  mollifying  his  ways  of  life.  Industry-,  per- 
sevenince,  thrift,  enterprise,  these  are  not  natural 
but  highly  artificial  and  rapidly  evanescent 
economic  qualities  that  only  nourish  in  a  pre- 
pared  and  favourable  soil.  It  is  true  that  the 
Free  Traders  realised  vaguely  thai  mankind  in 
other  countries  or  in  past  times  had  not  been 
like  the  men  of  Manchester.  But  they  explained 
the  difference  conveniently  by  attributing  it  to 
the  repressive  sway  of  customs  and  restrictions, 
which  only  required  to  be  swept  away  for  the 
natural  economic  tendencies  of  man  to  aasert 
themsalvaa. 
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According  to  the  Free  Trade  theory  all  ad- 
▼ance  is  the  result  of  individual  eflBort ;  tiie  actions 
of  government,  or  the  restrictions  of  custom, 
only  hamper  the  march  of  progress.  The  whole 
lesson  of  nistory  is  entirely  the  other  way.  Man 
has  progressed,  not  by  bein?  left  to  his  own 
enlightened  self-interest,  but  oy  the  compulsion 
and  interference  of  his  fellow  men.  Iluman 
existence  itself  is  based  upon  the  compulsion  of 
nature.  Human  progress  has  always  been  deter- 
mined by  the  compulsion  exercised  by  the 
stronger  over  the  weaKer.  For  the  purposes  of 
my  argument  it  matters  little  whether  that  com- 
pulsion has  been  merely  physical,  or  has  enjoyed 
the  sanction  of  political  or  religious  or  parental 
authority,  or  has  been  based  on  purely  personal 
influence,  persuasiveness,  or  moral  earnestness; 
whether  that  power  has  been  exercised  for  purely 
selfish  or  for  unselfish  ends.  Necessity  is  the 
mother  of  invention  even  more  when  the  necessity 
is  applied  by  one  man  to  others  than  when  it  is 
applied  by  undiscriminating  nature.  The  kicks 
and  blows  of  the  primitive  husband  played  no 
small  part  in  contributing  to  the  development  of 
the  domestic  industries.  Slavery,  to  a  very  large 
extent,  was  the  mainspring  of  ancient  civilisa- 
tion. Modern  capitalist  organisation  of  industry 
possesses  many  of  the  features 'of  a  veiled  and 
impersonal  slavery,  as  the  socialists  are  never 
tired  of  pointing  out.  That  is  strictly  true,,  but 
any  system  which  takes  its  place  will  have  to 
find  some  equivalent  power  of  compulsion  if  it 
wishes  to  avoid  stagnation  and  decay. 

In  the  march  of  progress  the  legislator  and  ruler 
— the  individual  endowed  with  authority  and 
power — ^has    throughout   played    the   most   pro- 
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minent  part  There  ie  more  touiid  economics  in 
encieni  legend  end  mythology,  in  the  talee  of 
Lycurgui  and  Solon,  in  the  itorr  ci  Osiri*  or  of 
Demeter,  who  taught  men  the  arte  of  agriculture, 
of  Prometheua  who  hrought  down  the  fire  from 
henren,  than  in  all  the  writings  of  the  Uhsht 
fain  school.  The  legislator  does  not  apply  the 
mere  crude  compulsion  of  nature  or  the  selfish 
interest  of  a  master,  but  employs  skilful  devices 
towards  the  attainment  of  definite  ends.  He 
deliberately  shapes  his  necessity  to  become  the 
mother  of  the  inTention  he  desires.  Often,  no 
doubt,  the  authority  has  been  used  selfishly; 
the  ruler  has  looked  to  his  own  immediate  in- 
terest, or  that  of  a  small  class,  and  not  to  that 
of  the  community  as  a  whole.  Tei  from  the  first 
the  belief  that  the  duty  of  the  ruler  is  to  consult 
the  welfare  of  the  ruled  has  been  held  up  as  an 
ideal  under  every  form  of  government,  while  free 

Svemment,  whose  essence  lies  in  the  consent  of 
B  ruled,  prevents  that  ideal  being  deliberately 
and  avowedly  disregarded.  This  is  not  the  occa- 
sion to  enter  into  a  general  discussion  of  the 
influence  of  legislation  and  regulation  on  human 
progress.  For  the  moment  our  concern  is  with 
one  particular  form  of  economic  regulation. 

Of  the  various  forms  of  compulsion  or  persua- 
sion which  the  State  can  exercise  in  order  to 
stimulate  the  economic  activities  of  its  citizens, 
one  that  gradually  emerged  during  the  middle 
ages,  almost  accidentally  as  the  result  of  the 
necessity  of  finding  revenue,  was  the  tariff  or 
duty.  Whether  the  credit  of  that  great  and 
beneficent  invention  of  statecraft  Mlongs  to 
England  I  do  not  know.  England  certainly  was 
the  country  that  first  develo^d  it  with  courage 
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and  consistency,  and  no  country  ever  carried  ike 
conscious  deliberate  use  of  tariff  legislation  to 
Buch  a  pitch. 

A  tariff  is  simply  a  means  of  using  the  revenue 
in  such  a  fashion  as  to  put  pressure  upon  the 
people  of  a  country  in  order  to  make  them 
develop  a  certain  industry.  It  is  not  in  its 
essence  a  tax,  so  much  as  a  law  fining  any  citizen 
who,  by  usin^  the  foreign  article,  attempts  to 
frustrate  the  ooject  of  the  law.  It  is  conversely 
a  premium  and  encouragement  to  any  one  who 
is  ready  to  undertake  the  industry  in  question, 
whether  he  be  a  native  or  a  foreigner  who  may 
be  induced  by  the  tariff  to  come  into  the  country 
and  there  set  up  his  skill  and  impart  it  to  others. 
If  the  natural  and  national  conditions  are  pre- 
sent the  result  is  almost  bound  to  be  successful, 
and  success  means  an  enormous  addition  to  the 
national  capital,  that  capital  which  consists  in 
the  living  skill  and  energy  of  the  citizens.  On 
the  other  hand  the  conditions  may  be  present, 
but  as  long  as  the  individual  citizen  is  allowed 
to  consult  his  momentary  convenience  and  in- 
terest, the  skill  which  is  required  to  make  use 
of  these  conditions  and  develop  the  national 
resources — a  skill  born  of  practice  and  usually 
of  compulsion — can  never  come  into  existence, 
or,  if  it  exists,  may  easily  be  neglected  and  be 
lost   altogether. 

Let  us  take  a  parallel  from  the  field  of  educa- 
tion. The  average  boys  in  a  school  are  probably 
all  capable  by  nature  of  becoming  more  or  less 
tolerable  matnematicians  or  linguists.  But  they 
will  never  become  so  if  they  are  not  compelled 
to  learn.  If  they  are  all  allowed  to  make  free 
use  of  "  cribs  "  for  their  translations  and  "  keys  " 
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for  their  itimt,  w«  may  bo  rare  Uut  in  that  echool 
there  will  be  no  great  progreee  of  learning.  Now 
the  Free  Trade  arfrument  would  eay :  **  Let  tb« 
boys  crib,  they  win  thui  get  the  greatest  reculi 
with  the  least  expenditure  of  mental  energy,  and 
have  more  mental  eneivy  left  over  for  those 
intellectual  pursuits  which  speciallv  appeal  to 
them,  or  for  m'hich  they  are  specially  qualified. 
Bv  making  a  boy  work  out  a  sum  for  himself 
when  he  can,  with  so  much  less  effort,  get  the 
answer  from  a  key,  the  schoolmaster  is  interfer- 
ing with  the  boy's  use  of  his  brain,  with  regard 
to  which  he  is  presumably  best  able  to  judge  for 
himself,  and  is  diverting  the  boy*s  mental  capital 
from  the  more  profitaole  pursuit  in  which  he 
would  otherwise  have  engaged  it/'  The  argu- 
ment sounds  absurd,  but  it  is  not  a  whit  more 
absurd,  really,  than  the  ordinary  Free  Trade 
argument  that  by  putting  compulsion  on  a 
nation  to  exercise  a  skilled  industry  itself, 
instead  of  merely  purchasing  the  results  of  that 
industry,  you  are  interferinff  with  private  busi- 
ness and  diverting  capital  mm  more  profitable 
to  less  profitable  channels. 

When  I  said  just  now  that  the  Free  Trade 
argument  throughout  neglects  the  importance 
of  compulsion  in  promoting  progress.  I  left  out 
one  form  of  compulsion  to  which,  it  is  true.  Free 
Traders  do  assign  the  very  greatest  value,  which 
in  their  eyes  is,  indeed,  the  very  key  of  all  pro- 
gress, I  mean  competition.  Free  and  unfettered 
competition,  according  to  them,  is  the  source  of 
all  energy  and  all  enterprise.  Hence  they  argue, 
the  more  a  country  opens  its  ports  to  foreign 
competition  the  more  its  own  energies  are  kept 
up,  and  the  more  rapidly  it  progresses;   while, 
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on  the  contrary,  any  attempt  to  exclude  foreign 
competition  at  once  leads  to  idleness  and  stagna- 
tion. To  quote  the  words  of  our  friend  Mr. 
Armitage-Smith : 

Protection  has  a  tendency  to  stereotype  the  industries 
of  a  country  and  to  check  its  natural  development.  A 
trade  once  specialised  under  the  shelter  of  legislation 
has  a  claim  to  its  continuance.  It  is  shut  in  from  the 
healthy  play  of  competition,  from  the  invigorating  in- 
fluence of  new  ideas,  and  from  the  necossitv  of  keeping 
pace  with  the  growth  of  science  and  with  the  industrial 
advance  of  other  countries. 

Here  again  the  Free  Traders,  by  neglecting 
history,  by  looking  only  at  the  peculiar  context 
of  their  own  business  surroundings,  came  to  con- 
clusions entirely  false  in  their  psychology.  As 
a  matter  of  psychological  fact,  competition,  as 
such,  does  not  necessarily  stimulate  energy  or 
enterprise,  security  from  competition  does  not 
necessarily  lead  to  stagnation;  it  all  depends  on 
the  particular  character  of  the  competition  and 
on  the  particular  kind  of  security. 

Let  us  consider  what  conditions  must  attend 
competition  in  order  to  make  it  a  real  incentive 
to  enterprise  and  energy.  In  the  first  place  it 
must  not  be  too  severe.  No  man  is  inspired  to 
effort  by  a  task  which  he  knows  from  the  first 
to  be  hopeless.  A  man's  running  powers  are  not 
called  out  to  their  utmost  by  his  oeing  asked  to 
run  a  race  with  an  express  train,  but  by  his 
being  asked  to  run  with  a  man  whom  he  has,  at 
any  rate,  some  chance  of  beating.  I  expect  you 
all  know  what  a  handicap  race  is.  In  sucn  a 
race  the  inferior  runners  are  given  a  certain 
start,  but  the  object  of  that  is  not  to  deprive  the 
best   runner  of  victory,    but  to   make  the   best 
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possible  race  and  to  leoore  the  priie  for  Um 
runner  who  hAi  pat  forth  an  exceptionally  good 
effort.  A  race  from  level  between  runners  Tarr- 
inff  Tery  greatly  in  age  and  speed  is  bound  to  be 
a  dull  affair.  The  inferior  runners  give  it  up  as 
hopeless  from  the  start;  the  crack  runner  has 
no  real  competition  to  face.  In  the  same  way  it 
is  a  customary  thing  at  tennis  between  players 
of  unequal  merit  to  give  the  weaker  player  a 
certain  number  of  points  in  order  to  make  a  good 

fme,  in  other  wonds,  a  keen,  hard-fought  game, 
reasonable  prospect  of  success,  then,  is  essen- 
tial to  competition,  if  that  competition  is  to 
stimulate  energy.  And  not  only  must  there  be 
a  reasonable  prospect  of  success  in  the  future, 
but  oompetitive  keenness  is  stimulated  by 
nothing  so  much  as  by  a  reasonable  proportion 
of  success  in  the  past.  The  men  who  come  to  the 
top  in  any  walk  of  life,  whether  athletic  or  other- 
wise, are  those  who  have  gone  on  from  one 
success  to  another,  in  each  case  narrowly  over- 
coming their  competitors,  and  nerved  by  their 
past  successes  for  the  task  of  facing  the  next 
struggle  in  front  of  them,  though  not  rendered 
over-confident.  Now  in  economic  matters  a 
tariff  may  provide  just  that  same  element  of 
equalisation,  those  same  opportunities  for  suc- 
cessful practice,  which  are  necessary  to  evoke 
energy  and  enterprise  in  ordinary  life.  That  is 
to  say,  a  tariff,  so  far  from  discouraging  national 
enterprise,  may  be  essential  to  stimulate  it. 

Again,  competition,  if  it  is  to  stimulate  energy, 
must  be  fair  and  equal;  that  is  to  say,  it  must 
be  regulated  with  a  view  to  the  particular  energy 
which  it  is  desired  to  bring  out.  Let  us  take  the 
example  of  an  examination.     Not  only  to  secure 
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the  best  test  of  abilitVf  but  also  to  get  the  best 
work  done,  the  conditions  under  which  the 
examination  is  carried  on  have  to  be  strictly 
rejfulated.  The  students  are  not  allowed  to  copy 
each  other's  papers,  still  less  are  they  allowed  to 
exercise  the  right  of  free  competition  to  the 
extent  of  destroying  each  other's  papers,  or, 
indeed,  each  other.  Reasonable  intervals  are 
allowed  for  meals,  otherwise  the  examination 
would  prove  not  a  contest  of  intellectual  ability 
but  of  physical  endurance.  An  examination  car- 
ried on  on  ladsser  faire  principles  would  be  a  sort 
of  bear  garden  in  which  very  little  work  of  any 
kind  would  be  done,  and  in  which  the  prize 
would  fall  not  to  the  ablest  and  hardest  working 
but  to  the  toughest  and  most  unscrupulous. 
Now,  in  exactly  the  same  way,  if  economic  com- 
petition is  to  be  a  real  test  of  efficiency  and  a 
real  stimulus  of  economic  energy,  all  alien  fea- 
tures such  as  differences  in  cost  of  labour,  differ- 
ences of  national  organisation,  &c.,  ought  to  be 
eliminated.  In  fact  no  international  Free  Trade 
between  nations  on  different  planes  of  develop- 
ment, and  with  entirely  different  scales  of  living 
can  really  promote  the  sort  of  competition  that 
is  required  to  stimulate  industry.  Free  Trade, 
on  the  other  hand,  between  the  citizens  of  the 
same  country,  living  more  or  less  in  the  same 
fashion,  and  enjoying  in  equal  measure  the  sup- 
port and  protection  of  the  Government,  does  un- 
doubtedly   stimulate    competitive    activity. 

Let  us  look  at  the  actual  facts.  Take  these 
Manchester  men,  with  whom  free  competition 
was  such  an  idol  and  who  were  themselves  such 
examples  of  competitive  energy.  Were  they  the 
offspring  of  unrestricted   international   competi- 
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lion  ?  Thejr  wer«  what  ihtj  wert  m  Um  rMuli  of 
centuriM  of  Protooiion,  of  "  artificial  coddling." 
Tliay  welcomed  the  competition  of  the  world 
beeavao  they  knew  that  they  could  overcome  it 
without  ditticulty.  In  Bismarck's  language  tho 
England  of  their  day  was  the  strong  champion 
who,  after  developing  his  muscles,  stepped  into 
the  market  place  and  said,  **  Who  will  strive 
with  me,  I  am  ready  for  any  one."  To-day  the 
manufacturers  and  merchants  of  protected  Oer- 
many  are  continually  held  up  to  us  as  an  example 
of  energy  and  enterprise  in  every  direction.  Yet 
even  twentv-five  years  ago,  when  German  trade 
was  freer  than  it  is  to-day,  and  when  the  effects 
of  Protection  had  had  leas  time  to  disappear  in 
England,  the  ordinary  German  looked  upon  the 
Englishman  as  immensely  his  superior  in  those 
very  qualities.  Again,  take  the  Americans. 
Will  the  Free  Traders  assert  that  they  have  heen 
rendered  unenterprising  and  indolent  by  their 
Protective  system  P  Or  will  they  turn  the  ques- 
tion by  sayinff  that  American  enterprise  is  due 
to  the  internal  competition  of  a  rreat  Free  Trade 
market  P  If  so,  will  they  explain  bow  either 
that  great  market — which  is  only  another  word 
for  a  great  population — or  that  internal  competi- 
tion would  have  come  into  being  if  the  industries 
had  not  first  been  stimulated  by  tariffs  and  the 
population  created  under  their  skelter  P  In  fact, 
are  not  American  and  German  enterprise  alike  a 
trium])haiit  vindication  of  the  principle  of  limited 
competition? 

Further,  competition  to  be  useful  must  be 
regular  and  not  intermittent.  Nothing,  for  in- 
stance, is  so  discouraging  to  good  farming  as 
insecurity   of  tenure,   or   great   uncertainty   of 
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climate  or  of  other  natural  conditions.  The  one 
thinff  that  has  checked  progressive  farming  in 
South  Africa  has  been  the  fact  that  every  few 
years  the  farmer  encounters  a  drought  or  a  flight 
of  locusts  which  destroys  the  year's  crop  and 
takes  away  all  his  energy  and  enterprise.  In 
exactly  the  same  way  intermittent  and  incalcul- 
able competition  from  without  may  produce  the 
most  discouraging  effect  on  industry.  The  injury 
done  to  British  industry  by  foreign  dumping  is 
not  to  be  measured  by  the  mere  trade  displaced, 
but  by  its  general  moral  effect,  by  its  reduction 
of  the  national  energy,  in  other  words,  the  reduc- 
tion of  the  national  capital.  The  possibility,  on 
the  other  hand,  enjoyed  by  foreign  manufac- 
turers, of  averting  the  worst  consequences  of  a 
period  of  depression,  and  at  the  same  time  injur- 
ing and  discouraging  their  British  competitors 
by  the  process  of  dumping,  is  a  gain  not  to  be 
measured  in  the  particular  transactions  but  in 
the  general  encouragement  afforded  by  that  possi- 
bility, in  the  energy  stimulated,  that  is  to  say, 
in  the  increase  of  the  national  capital  of  their 
countries. 

What  is  true  of  competition  is  correspondingly 
true  of  security.  When  security  means  com- 
plete protection  from  any  competition  whatever, 
complete  absence  of  any  pressure,  it  undoubtedly 
leads  to  stagnation,  and  that  is  undoubtedly  a 
reason  against  excessive  tariffs  and  in  favour  of 
a  considerable  area  of  internal  Free  Trade.  But 
as  long  as  security  only  makes  the  terms  fair, 
as  long  as  it  excludes  no  competition  which  com- 
plies with  the  terms,  then  it  undoubte<lly  is  an 
essential  element  in  encouraging  industry.  In 
industry  as  in  farming  security  of  tenure  is  an 
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asiential  condition.  Every  form  of  improre- 
ment,  all  moneys  spent  on  new  plant  or  on  scien- 
tific research,  inTolre  making  a  present  sacrifice 
with  a  view  to  a  future  gain.  If  the  future  is 
too  uncertain  the  present  sacrifice  is  not  worth 
makinff;  in  other  words,  security  and  the  pros- 
pect of  a  good  reward  as  well  as  mere  necessity, 
are  the  co-parents  of  invention .  England  was 
the  great  home  of  invention  when  she  was  still 
Protectionist.  Since  we  have  become  Free 
Traders  the  lead  in  invention  has  gone  to  the 
United  States  and  to  Germany.  What  is  more, 
in  many  cases,  even  when  the  inventions  have 
been  made  in  England,  their  practical  develop- 
ment has  taken  place  in  other  countries :  as  for 
instance  in  the  case  of  aniline  dyes.  The  trained 
chemists  of  the  German  factories,  of  whom  we 
hear  so  much,  are  an  expensive  item  of  equip- 
ment which  only  security  of  tenure  will  allow  a 
manufacturer  to  invest  in.  It  is  no  use  talking 
of  imitating  German  methods,  of  starting  new 
Charlottenburgfl  in  London,  if  we  refuse  to  re- 
produce the  conditions  which  create  a  demand 
for  the  trained  students  of  such  institutions. 

To  sum  up  then,  Free  Trade  economic  psycho- 
logy is  radically  defective.  It  begins  by  assum- 
ing, as  the  nuriual  and  permanent  economic 
characteristics  of  man,  certain  highly  artificial 
characteristics  resulting  from  a  long  process  of 
industrial  development.  It  disregards  entirely 
the  value  of  the  deliberate  and  or^nised  com- 
pulsion of  legislation  in  stimulating  progreee. 
It  insists  upon  the  value  of  the  undirected  and 
unorganised  compulsion  of  individual  competi- 
tion, but  fails  to  reco^ise  that  it  is  only  under 
certain  specific  conditions  that  such  com'petition 
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possesses  the  value  they  assign  to  it,  ami  that 
those  conditions  require  constant,  watchful  regu- 
lation. The  fact  is  that  Free  Trade  psychology 
is  vitiated  bv  the  same  old  individualist  fallacy 
as  Free  Trade  logic.  Just  as  the  latter  fails  to 
take  account  of  the  relationship  of  the  individual 
to  tho  community  and  to  the  other  imlividuals 
composing  the  community,  so  the  former  fails 
to  realise  that  the  individual  character  is  in  the 
main  the  reflection  of  the  influences  of  its  past 
and  present  environment.  There  is  no  normal 
"  economic  man,"  but  each  society  has  the 
economic  man  that  corresponds  to  its  past  history 
and  present  organisation.  Any  attempt  to 
deduce  economic  conclusions  from  the  economic 
character  of  the  individual  can  only  be  of  value 
if  applied  with  a.  knowle<lge  of  the  economic 
structure  of  a  particular  society,  and  within  the 
limits  of  that  or  closely  similar  societies.  It 
can  afford  no  universally  applicable  results  as 
regards  individuals  and  still  less  as  regards  the 
best  economic  regulations  for  societies. 

I  now  propose  to  touch  on  the  most  salient 
features  of  our  industrial  history  in  order  to 
show  how  they  too  contradict  all  the  a  priori 
assertions  of  the  Free  Traders,  and  how  com- 
pletely on  the  contrary  they  bear  out  the  conclu- 
sion of  practical  reason  that  great  ends,  econo- 
mic or  otherwise,  can  only  be  attained  by  sus- 
tained, thoughtful,  purposeful  effort.  I  can 
only  deal  very  sketchily  with  a  subject  that 
would  require  a  whole  series  of  addresses  by 
itself,  but  to  those  who  may  be  interested  in  the 
subject  I  might  recommend  a  work  entitled 
"The  C3oming  Re-action,"  publisheil  by  an 
anonymous    author   only   a    few    n^onths    before 
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Mr.  Chamberlain  began  hit  tariff  agitation. 
Even  mure  interesting  it  the  treatment  of  the 
subject  in  Linti  **  System  of  Nutionul  Economy." 
Tboae,  of  courte,  w'kio  wish  to  study  the  subiect 
in  greater  detail  could  hardly  do  better  tnan 
reaa  Dr.  Cunningham*t  **  Growth  of  Englith 
Hittorv  and  Commerce." 

England  in  the  middle  aget  wat  an  agricul- 
tural and  pattoral  country,  tupporting  a  tmall 
population  of  two  or  three  milliont  and  potteaa 
ing  ver>'  little  or  no  accumulated  wealth.  Her 
one  great  export  and  source  of  profit  wat  the 
export  of  wool,  which  wnt  sent  oTer  to  be  worked 
up  into  cloth  by  the  Flemings.  England  wat  the 
Auttralia — without  the  gold — and  Flandert  the 
Enffland  of  those  duyt.  Even  so  the  actual 
trade  of  buying  up  and  exporting  the  wool  wat 
not  done  at  a  rule  by  Englishmen  or  in  Englith 
thipt.  It  wat  done  by  the  foreign  merchants, 
"aUplert/'  who  retided  in  England,  prominent 
ainon£'  whom  were  the  merchantt  of  the  Han- 
•eatir  cities,  whote  head-quarters  wat  the  **  Steel- 

Jard  "  in  London.  In  fact  the  England  of  those 
ayt  wat  very  much  in  the  condition  of  many 
backward  countries  to-day,  a  grower  of  raw 
materials  collected  and  exported  by  foreign 
tradert  whom  the  Oovernment  encouraged  for  ita 
own  purpotes.  At  variout  timet  from  Uie  middle 
of  the  thirteenth  century  and  onwardt  efforts 
were  made  to  encourage  the  spinning  and  weav- 
ing of  wool  in  England  ittelr,  and  an  industry 
of  some  dimensions  gradually  established  itself. 
But  the  beginnings  of  a  really  deliberate  pro- 
tective policyare  to  be  found  in  the  legislation 
of  Edward  iV.  The  particular  form  taken  by 
tho  regulations  of  his  and  subsequent  reigns 

\2 
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that  of  a  prohibition  or  heavy  duty  on  the  export 
of  wool  combined  with  an  import  duty  against 
the  bringing  in  of  woollen  cloth. 

Like  Mr.  Chamberlain  Edward  IV.  and  his 
advisers  kept  their  eyes  constantly  fixed,  not  on 
the  volume  of  foreign  trade,  but  on  the  employ- 
ment given  to  the  people  of  the  country.  The 
wording  of  the  recital  of  the  law  of  1463  regu- 
lating the  sale  of  wool  would,  but  for  the  differ- 
ences in  the  language,  do  well  as  a  text  for  any 
Tariff  Reformer  of  the  present  day : 

Whereas  in  the  said  Parliament,  by  the  artificers,  men 
and  womea,  inhabitant  and  resident  in  the  city  of  London 
and  other  cities,  towns,  boroughs  and  villages  within 
this  Realm  and  Wales^  it  has  been  piteously  shown  and 
complained  how  that  all  thev  in  general  and  every  of 
them  be  greatly  impoverished  and  much  hindered  and 
prejudiced  of  their  worldly  increase  and  living  by  the 
great  multitude  of  divers  chaffers  and  wares  pertaining 
to  their  mysteries  and  occupations  being  fully  wrought 
and  ready  made  to  sale  by  the  hands  of  strangers  being 
the  King's  Enemies  .  .  ^  whereof  the  greatest  part 
is  deceitful  and  nothing  worth  ...  by  occasion 
whereof  the  said  artificers  cannot  live  by  their  mysteries 
and  occupations  as  they  used  to  do  in  times  past,  but 
divers  of  them,  as  well  householders  as  hirelings  and 
other  servants  and  apprentices  in  great  number,  be  at 
this  day  unoccupied  and  do  hardly  live  in  great  idleness, 
poverty  and  ruin,  whereby  many  inconveniences  have 
grown  before  this  time  and  hereafter  more  the  like  to 
oome  (which  God  defend)  if  due  remedy  be  not  in  their 
behalf  provided. 

The  object  of  the  law  is  put  clearly  enough  in 
the  following  passage  from  the  same  recital : 

The  first  because  that  the  chief  and  nrincipal  com- 
modity of  this  realm  of  England  oonsistetn  in  the  wools 
growing  within  the  said  realm,  and  to  the  intent  that 
sufficient  plenty  of  the  said  wools  may  continually  abide 
And  remain  within  the  said  realm  as  may  competently 
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Mid  r«aM>njibly  Mrve  for  the  occapAtion  of  cloth  vukan 
of  BagUnd  and  of  all  the  BMmbert  and  branchet  of  tho 
MUiM,  whervbj  t<  \   borougha,  and  tovna  of  ihm 

MOM  realm  now  ■  *t  grMit  *nd  pitaoua  deaoUtion. 

ruin,  and  decav  u*  nw  <icoaaton  of  idlenoaa.  maj  be,  if 
Ood  will,  multipliad  in  inhabitation  ana  bj  Ubour 
rcalored  to  their  naeieai  joy  end  proap^ritj. 

There  was  more  sound  knowledge,  I  fancy,  of 
national  economics  in  Edward  the  Fuurih'f  littlo 
finger  than  in  the  akuUs  of  all  the  orthodox  pro- 
leeeors  or  Exchequer  theorists  of  these  degene- 
rate days! 

The  sucoess  of  the  policy  was  inevitable.  The 
Fleminfffl  were  at  one  and  the  same  moment 
depriTea  of  their  chief  source  of  raw  material, 
and  shut  out  from  one  of  their  principal  markeU. 
As  the  English  woollen  industry  grew  steadily, 
the  Flemish  declined.  Political  and  military 
troubles  only  confirmed  what  industrial  policy 
had  already  determined.  From  the  Free  Trade 
point  of  view  these  regulations  only  restricted 
trade,  and  it  is  quite  possible  that  the  actual 
volume  of  our  foreign  trade  was  diminished  in 
consequence.  But  there  can  be  no  doubt  of  the 
enormous  increase  of  employment,  capital,  and 
population  which  resultecl  from  the  development 
of  the  woollen  industry  in  England.  In  course 
of  time,  too,  even  the  foreign  trade  showed  an 
enormous  expansion  as  a  consequence  of  the  great 
home  industry  behind  it.  By  the  end  of  Elisa- 
beth's reign  the  export  of  woollen  goods  had 
reached  a  million  nounds  sterling  a  year,  by 
1690  it  was  nearly  tnree  millions.  When  Adam 
Smith  wrote,  it  was  over  four  and  a  half  millions. 

And  yet,  according  to  the  Free  Trade  argu- 
ment, the  capital  invested  in  that  great  industry 
was  simply  diverted  from   wool  growing!     The 
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people  engaged  in  it  were  taken  away  from  the 
more  profitable  business  of  shepherding  and 
shearing ! 

The  cotton  industry  was  an  offshoot  of  the 
woollen  industry,  whose  first  beginnings  can  bo 
traced  in  the  seventeenth  century,  though  it  did 
not  really  leap  into  prominence  till  late  in  the 
eighteenth  century.  Its  foundation  lay  in  the 
ancestral  skill  in  spinning  and  weaving,  which 
had  for  centuries  been  fostered  in  Englishmen 
by  their  Government.  Nevertheless,  at  first  the 
skill  of  the  English  workers  in  wool  was  quite 
insufficient  to  enable  them  to  weave  a  pure  cotton 
cloth,  and  cotton  was  used  mixed  with  wool  in 
the  making  of  a  stuff  called  "  fustian."  In  those 
days,  I  am  speaking  of  the  early  eighteenth  cen- 
tury, the  calicoes  and  cottons  of  India  were  far 
cheaper  and  more  beautiful  than  anything 
England  could  produce.  They  were  the  chief 
articles  that  English  merchants  brought  home 
from  the  East.  But  they  were  not  allowed  to  be 
sold  in  England.  To  protect  the  woollen  indus- 
try and  the  feeble  infant  cotton  industry  in 
England,  the  Indian  goods  were  not  only  taxed, 
but  absolutely  prohibited.  The  action  of 
England  in  this  respect  is  held  up  by  List  as  a 
masterpiece  of  far-sighted  statesmanship.  Let 
me  quote  a  few  sentences  from  his  passage  on  the 
subject : 

England  accordingly  forbade  the  wares  of  her  own 
East  Indian  traders;  she  prohibited  them  absolutely. 
She  would  have  no  thread  of  them.  She  would  have 
none  of  those  cheap  and  beautiful  wares.  She  preferred 
to  consume  her  own  dear  and  inferior  stuffs  and  to  sell 
these  more  beautiful  and  cheaper  Indian  wares  to  the 
nations  of  Europe.  To  them  she  was  ready  to  give  all 
the   advantage    of    this   cheapness;   herself,    she    would 
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hav^  none  of  it.  Did  BocUnd  thm^j  met  foolidUjf 
According  to  Um  thmnry  of  Adam  Sniib,  which  out 
luolu  at  values,  aho  oortainlj  did  act  fooliiihljr;  accord- 
ing to  our  theory  of  prodootiTo  energiM  aho  eertainlj 
did  not.  Tho  alalMnoa  of  England  CmI  no  daiiro  for 
ehoap  and  penahahla  goods.  What  thoj  wiahod  to 
acqutro  wa«  doar  hut  ondoring  manufacturing  powar. 
To-day  England  produoM  ftftj  or  on*  hundred  timet 
a«  much  aa  the  whole  former  trade  in  cotton  ^oodi  with 
the  Eaat.  What  would  England  hare  gained  if  a 
oaatnry  ago  «he  had  bought  thmm  ebeap  Indian  goods  P 
What  havo  they  gained  who  bought  Umoo  gooda  to 
bbaapiv  f  England  gained  powor,  tnuneasurable  power ; 
the  otners  the  rery  rererae — dependence. 

Not  only  were  foreign  cotton  goods  prohibited, 
but  a  Ixiunty  was  put  on  the  export  of  cotton 
goods  from  England  in  178!),  with  the  result 
that  between  the  years  1780  to  1812  our  export 
of  cotton  goods  rose  from  £'i60,000  to 
£1G,5(M),0(X).  A  whole  new  population,  a  vast 
accumulation  of  new  capital,  an  immense  deve- 
lopment of  new  activities  and  abilities  were  the 
result  of  this  induHtry,  an  industry  practically 
created  by  legislation.  Where  was  that  capital 
diverted  fromP  What  other  occupations  might 
those  people  have  been  pursuing'*'  Where  had 
tkose  abilities  found  their  scope  and  opportunity 
bttfore^ 

Exactly  thie  same  policy  of  prohibition  and 
protection  was  employed  to  foster  the  Iron  indus- 
try. As  early  as  the  days  of  Edward  III.  the 
export  of  iron  was  forbidden.  Edward  IV.  abso- 
lutely prohibited  the  importation  of  ordinary 
iron  goods,  such  as  locks,  hammers,  pincers, 
scissors,  pins,  dc.,  which,  up  to  his  time^  had 
been  chiefly  supplied  by  Germany.  Elixabeth 
and  the  Stuarts  consistently  carried  on  his  policy. 
From  1738  onwards,  when  the  art  of  smelting 
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iron  with  coal  was  perfected »  the  British  iron 
industry  made  enormous  advance,  always  with 
the  help  of  duties  ranging  from  about  forty  per 
cent,  up  to  several  hundred  per  cent. 

On  the  basis  of  the  two  great  primary  indus- 
tries of  wool  and  iron,  all  the  other  internal 
industries  and  trades  of  this  country  have  been 
built  up.  Each  industry  created  aptitudes  that 
were  useful  for  other  industries;  each  provided 
capital  and  population  available  for  fresh  deve- 
lopments; each  furnished  a  market  for  the  pro- 
ducts of  the  other.  The  demand  for  spinning 
and  weaving  machinery  created  the  machine 
industry;  the  need  for  pumps  to  keep  water  out 
of  the  coal  mines  created  the  steam-engine ;  the 
rail  or  the  tramway  was  originally  devised  for 
hauling  coal  or  ore.  Any  one  studying  the 
history  of  the  locomotive  can  see  that  but  for  the 
British,  iron  industry  it  could  never  have  come 
into  existence.  As  Mr.  Wells  once  pointed  out 
in  a  suggestive  article,  the  railway  engine  is  the 
descendant,  by  a  gradual  process  of  evolution,  of 
a  steam-pump  mounted  upon  a  truck.  The  in- 
dustries fostered  by  the  policy  of  the  English 
Government  were  the  direct  creators  of  the 
mechanical  skill  that  made  England  so  famous 
a  century  ago.  Without  the  flourishing  wool 
and  cotton  industry  there  would  have  been  no 
Cartwright  to  invent  the  power  loom  and  the 
wool-combing  machine.  Without  the  mine  in- 
dustry dependent  upon  a  protected  iron  industry, 
there  would  have  been  no  Watt  or  Stephenson. 
The  steam-engine  would  no  doubt  have  been 
invented  some  day  or  other,  but  it  would  not 
have  been  invented  when  it  was,  nor  would  it 
have  been  invented  and  developed  in  England. 
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Now  to  Adam  Smitli  and  hit  school  all  thato 
•fforta  to  create  and  focter  industry  saamad  mare 
futility.  Adam  Smith  makes  much  mock  of  the 
restrictions  on  the  export  of  wool,  and  it  was  very 
easy  for  him  to  do  so  at  a  time  when  the  British 
wool  industry  was  absolutely  supreme.  He  never 
paused  to  inquire  whether  that  industry  would 
arar  haTo  come  into  existence  but  for  those  Tory 
raatrictions.  I  have  quoted  Mr.  Armitaffe- 
Smith  already  several  times.  He  devotat  tna 
whole  first  chapter  of  his  book  to  the  subject  of 
restrictions  on  trading;  he  mentions  the  various 
timaa  at  which  they  were  imposed;  but  he  care- 
fully omita  to  state  the  fact  that  those  restrictions 
achieve<]  their  result.  He  merely  refers  to  them 
at  the  folliea  of  a  dark  age.  It  is  not  that  he 
misrepresents  the  facts,  but  that  he  makes  no 
attempt  to  read  their  meaning.  Let  me  quote 
a  pattaffe  which,  as  far  as  it  goes,  gives  an 
admirable  description  of  the  facts: 

There  grew  up  in  the  reign  of  Elissbeth  a  feeling  from 
whieh  derektpea  a  national  policy ;  the  aim  of  thi«  policy 
was  to  make  England  cp-eat  hoalthj  and  wealthj.  Thia 
object  waa  to  be  accomplianed  bj  the  creation  of  new 
territory,  bj  planUtiona,  or  new  coloniea,  by  the  de- 
vdopmcnt  of  national  resourcea,  and  the  increaae  of 
treaaure  in  gold  and  ailrer  for  the  parpoae  of  defence  ia 
warfare. 

Is  it  conceivable  that  a  man  should  have 
written  these  sentences,  and  yet  should  never 
have  asked  himself  whether  the  success  of  that 
policy  had  any  connection  with  the  means  by 
which  it  waa  deliberately  brought  about  ? 

List  realised  the  historical  truth  of  Kugland't 
development  far  better.     With  him  the  appeal 
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to  England's  history  was  the  final  verdict  against 
Free  Trade: 

From  every  country  of  the  Continent  this  island 
Imrrowed  its  peculiar  aptitudes  and  planted  them  under 
the  shelter  of  her  tarifFs  upon  her  own  soil.  .  .  . 
Onoc  in  possession  of  a  branch  of  industry  she  fostered 
and  nourished  it  for  centuries  like  a  young  tree  which 
needs  support  and  attention.  If  there  is  any  one  who 
does  not  know  that  any  branch  of  industry  can  be  made 
profitable  in  course  of  time  by  diligence,  skill  and  thrift, 
who  does  not  know  that  in  a  nation  which  has  already 
made  some  progress  in  agriculture  and  general  civilisa- 
tion, young  industries,  however  imperfect  and  dear  their 
proaucts  may  be  at  first,  will  soon  with  practice  and 
under  the  stress  of  internal  competition  equal  those  of 
older  countries  in  every  respect;  who  has  not  realised 
that  the  prosperity  of  each  separate  branch  of  industry 
is  wmditioned  by  the  prosperity  of  every  other  branch ; 
who  does  not  know  to  what  degree  a  nation  can  develop 
all  its  productive  powers  if  it  studiously  takes  care  that 
each  generation  should  continue  the  work  of  industry 
where  the  last  generation  left  off— let  him,  I  say,  study 
the  history  of  English  industry  before  he  essays  to 
build  theories  and  to  give  advice  to  practical  statesmen, 
into  whose  hands  the  weal  or  woe  of  nations  is  entrusted. 

From  the  internal  industries  of  England  let 
us  now  look  at  her  no  less  important  external 
interests.  The  foundation  of  England's  position 
in  the  world's  economics  was  the  Navigation  Act 
of  1651.  There  was  shipping  legislation  to 
favour  British  shipping  as  early  as  the  time  of 
Richard  III.,  but  the  Navigation  Act  first  laid 
the  basis  of  a  deliberate  continuous  policy.  The 
legislators  of  that  day  found  that  the  carrying- 
trade  between  England  and  the  English  colonies 
across  the  Atlantic  was  in  Dutch  hands,  and  they 
determined  that  it  should  be  in  English  hands. 
It  was  no  question  as  to  who  could  do  the  carry- 
ing better.     The  Dutch,  with  all  their  experience 
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and  accumulated  capital,  could  always  beat  our 
shipping  on  equal  terms.  But  they  were  power- 
less tu  li^^ht  against  us  in  a  case  such  as  that  of 
the  trade  between  England  and  her  colonies,  where 
we  had  the  control.  Control  is  an  element  in 
economics  that  is  in  some  ways  more  important 
than  any  other,  and  it  is  one  which,  as  I  pointed 
out  before,*  the  Free  Trade  theory  excludes  alto- 
gether. It  was  not  in  virtue  of  our  being  able 
to  offer  better  freights,  but  by  extending  our 
control,  either  through  direct  legislation  or  treaty, 
or  by  the  indirect  use  of  the  power  our  greater 
industry  gave  us,  that  we  successively  ousted  the 
Dutch  shipping  from  one  trade  after  another. 
By  developing  a  great  direct  trade  with  the 
Baltic,  for  instance,  we  gradually  captured  the 
Baltic  shipping  from  the  Dutch.* 

The  great  master  stroke,  however,  which 
secured  us  the  world's  shipping,  and  made  the 
Navigation  Acts  really  effective,  was  the  treatv 
secured  by  Lord  Methuen  in  1703.  Adam  Smith 
mocks  at  that  treaty  as  a  mere  piece  of  folly, 
but  List  has  pointed  out  conclusively  how  it  first 
of  all  gave  us  the  whole  Portugese  nome  market 
and  stiflcnl  the  rising  industries  of  Portugal  in 
their  cradle;  how,  secondly,  it  gave  us,  in  conse- 

*  Bee  pp.  90, 96.  Adam  Rmh  h  attempU  to  jontify  the  Kari. 
gatioo  Acts  CD  the  ground  that  defence  ia  belter  than 
opaleaee,  fbrgettiDir  that  we  had  touDdlj  drubbed  both 
Spaniards  and  Dutch  at  tiea  before  the  Acta  were  paased.and 
were  aapreme  in  naval  flKhtlni;  power  long  before  the  Acta 
finallv  took  effect  in  niacing  ua  at  the  head  of  the  com- 
mercial shipping  of  ttio  world.  Undoubtedly,  like  erery 
other  Muna  economic  meaaure,  the  Navigation  Acta  oon* 
tributtfd  to  national  defence,  and,  perhaps,  in  an  ex- 
ceptional degree;  but  their  primaiy  justification  was 
economic  and  not  military. 
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quence,  the  whole  carrying-trade  with  Portugal 
and  the  Portuguese  possessions ;  how  lasOy,  it 
gave  us  the  whole  Eastern  trade  of  Portugal  as 
a  consequence  of  the  two  former.  In  those  days 
the  East  was  at  least  as  advanced  in  most  manu- 
factures as  Europe,  and  did  not  ask  for  our  goods, 
but  for  gold  and  silver.  Our  favourable  balance 
of  trade  with  Portugal  enabled  us  to  lay  hold  of 
all  the  gold  and  silver  in  the  Americas,  not  to  use 
in  England,  but  to  send  to  the  Far  East.  From 
the  East  we  brought  the  cotton  and  other  goods, 
a  great  part  of  which  again  we  sold  on  the  Con- 
tinent of  Europe  rather  than  let  them  enter  into 
destructive  competition  with  our  own  home 
industries. 

The  same  principle  of  control  was  the  founda- 
tion of  England's  colonial  policy.  The  Methuon 
treaty  and  the  trade  with  the  Far  East  furnish  a 
characteristic  example  of  the  way  in  which 
English  economic  statesmanship  adapted  itself 
to  circumstances.  England's  colonial  policy 
showed  she  also  knew  how  to  shape  the  circum- 
stances to  fit  her  own  needs.  The  colonies  were 
deliberately  fostered,  in  order  to  be,  at  one  and 
the  same  time,  the  purveyors  of  all  those  raw 
materials  that  England  required  for  her  own 
industries,  or  of  those  tropical  or  sub-tropical 
products  which  she  could  not  grow  herself  but 
could  make  a  profit  by  distributing,  and  also  the 
customers  of  the  manufactures  England  wished  to 
sell.  Cotton,  sugar,  tobacco  in  the  more  southern 
colonies,  timber,  hemp,  tar,  iron  ore  in  the 
northern,  were  encouraged  by  every  sort  of  pre- 
ferential regulation.  Manufactures  were  for- 
bidden as  competing  with  the  manufactures  of 
England.     No   one   can    question    the   economic 
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of  the  policy.  In  a  marvel IoubIj  ibort 
time,  coDsiileriu^  the  diffkultiet  of  traniport  and 
communicatioQ  in  thoae  days,  a  great  nation  of 
cuBtomera  was  created  acroas  the  Atlantic.  It 
remained  a  nation  of  costomera  and  purveyors  of 
raw  material  for  at  leaat  two  generationa  after 
the  political  separation  of  the  American  Reroln- 
tion,  and  as  regards  cotton,  at  any  rate,  the  pro- 
oess  still  continues,  though  there  are  indicationa 
of  its  gradually  coming  to  its  end. 

Contrar}'  to  current  assertions,  the  Ajnerican 
Revolution  does  not  seem  to  have  been 
directly  affected  by  the  tariff  legislation 
of  the  Mother  Country.  The  colonists  always 
recognised  England's  right  to  control  their 
trade.  It  was  the  purely  revenue  taxes  on 
stamps  and  finally  on  tea,  in  order  to 
secure  a  contribution  towards  Imperial  military 
expenditure — in  other  words  the  very  kind  of  tax 
and  the  very  kind  of  contribution  Free  Trade 
Imperialists  favour — that  furnished  the  excuse 
for  an  outbreak  whose  causes  lay  deeper.  But 
the  continuance  of  trade  with  America  after 
separation  largely  destroyed  the  British  faith  in 
the  economic  necessity  of  control,  discredited 
the  whole  colonial  policy,  encouraged  Little 
Enfflandism,  and  naved  the  way  to  the  complete 
abcHition  of  all  colonial  preferences  in  Ck>baen's 
day. 

The  great  French  wars  sweeping  away  Dutch, 
French,  and  Spanish  competition,  created  an 
enormous  expansion  of  industrial  activity  in 
England.  But  the  necessities  of  revenue  caused 
the  whole  judicious  tariff  system  of  an  earlier 
generation  to  be  smothered  beneath  the  weight 
and  indiscriminate  distribution  of  revenue  taxes. 
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Not  manufactures  only,  but  every  kind  of  raw 
material  was  taxed.  After  the  conclusion  of  the 
war  a  natural  and  justifiable  desire  for  national 
self-sufficiency,  coupled  to  some  extent,  no  doubt, 
with  the  purely  selfish  interest  of  landlords  and 
tenant  farmers,  led  to  the  passing  of  the  Corn 
Laws.  The  Com  Laws  unaoubteSly  hampered 
and  fettered  our  trade  with  the  European  con- 
tinent. They  may  have  contributed,  as  the  Free 
Traders  always  claimed,  to  the  continental  efforts 
to  start  manufactures,  as  we  shut  our  doors  to 
the  continental  raw  material;  though  there  are 
at  least  equally  good  grounds  for  tracing  the 
revival  of  continental  manufacturing  industry 
to  the  protection  furnished  by  Napoleon's  "  con- 
tinental  blockade." 

The  old  historic,  statesmanlike  policy  of 
[England,  under  such  circumstances,  would  un- 
doubtedly have  been  to  revise  the  tariff  in  the 
direction  of  taking  the  duties  off  raw  materials, 
excepting  a  colonial  preference,  of  lowering  the 
"com^  duties  against  the  colonies,  of  stimulating 
colonial  food  production,  and,  generally, 
of  encouraging  colonial  development,  m 
the  faith  and  knowledge  that  the  colonial 
trade  could  be  made  much  greater,  as 
well  as  securer,  than  the  trade  with 
Europe.  But  Cobden  and  his  fellows  knew 
nothing  of  history,  except  vague  misrepresenta- 
tions as  to  the  cause  of  the  American  Revolution, 
their  judgment  was  warped  by  the  shallow 
sophisms  of  the  economists,  and  by  their  class 
hatred  of  the  Tory  squires.  They  were  much 
more  concerned  with  the  immediate  profits  of 
their  class  than  with  the  future  greatness  of  the 
British  Empire,  the  Empire  which  to  them  was 
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u  **  blood-stained  fetish."  Hence,  initead  of  re- 
forming, they  destroyed.  Instead  of  lopping  off 
deud  branches,  they  cut  the  living  tree  at  the 
root.  The  whole  principle  of  conscious  and  con- 
•  stataoraft  working  for  the  ffreatneta  of 
ion  and  the  well-being  and  oeTelopmeni 
of  Its  citizens  was  abondoned.  Effort  and  thought 
alike  were  decried  as  futility;  the  supreme  art  of 
statesmanship  lay  in  doing  nothing.  For  another 
generation  the  great  machine  of  Uritish  industry 
ran  on  by  its  own  imptus,  by  the  intellectual 
and  moral  qualities  fostered  under  the  old  sys- 
tem. Hut  the  speed  has  long  since  slackened ;  we 
have  been  passecl  in  the  race  by  others  who  have 
followed,  not  the  example  we  have  set  of  late, 
))ut  the  example  we  set  in  the  days  when  we 
believed  in  economic  statecraft,  when  we  had  the 
coura^  of  our  reasons,  and  when  we  had  faith  in 
experience.  If  we  wish  to  regain  our  place  in 
the  economic  world,  if  we  wish  to  achieve  the 
great  political  ends  we  cherish,  if  we  wish  to 
restore  the  energy  and  character  of  our  people, 
to  re^nerate  tneir  lives  and  improve  their 
matorial  surroundings,  then  we  must  anplv  our 
intelligence  to  the  circumstances  in  whic^  we 
live,  we  must  take  our  coura^^  in  our  hands,  and 
be  prepared  to  net  in  the  spirit  in  which  our  fore- 
fathers acted.  But  before  we  can  do  so  we  must 
clear  our  minds  of  all  that  body  of  baneful  pre- 
judice based  on  sophistry,  false  logic,  ignorance 
of  psychology,  and  ignorance  of  history,  which 
would  hypnotise  us  into  the  belief  that  all  eflfort 
is  vain,  and  all  thinking,  planning  and  striving 
futile  and  misduevous. 

I*miirrn>  bt  Lots  juto  M Auooitaoif,  Ltik.  Londojc  and  Rkdhiu.. 
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